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In the Record 


How To Do It Next Time 


Several months ago, the Board formed an Advisory Coun- 
cil on Industrial Mobilization comprised of top men in 
management who had wrestled with the problems of man 
power, production, purchasing and related issues during 
World War II and who wished to review this experience so 
that next time they and the nation could benefit from the 
lessons they learned the hard way. High on the list of 
items to be explored was the giant subject of economic 
stabilization in wartime, and particularly the question of 
labor controls and wage costs. 

Would a “wage freeze” next time help keep costs and 
prices within bounds? 

Would it impede or facilitate the flow of labor into essen- 
tial industries? 

How had other nations handled this problem during 
World War II and could we learn from their experience? 

The record for Germany is examined intensively on 
page 238. Canada’s favorable experience with a “wage 
freeze” was reviewed in the April Record. 


Could Newton Make It Come Down? 


A deficit of $3 billion for the fiscal year beginning July 
has been forecast by Congressional fiscal experts. Why not 
cut the budget then? It’s a reasonable, logical question, but 
comes smack up against the cold fact that item after item 
is considered “fixed”—7.e., immutable, unassailable, irre- 
ducible, impregnable. In short, it can’t be cut. The article 
on page 247 examines this “cold fact.” 


Price History Is History of Wars, Aftermaths 


Greenbacks, panics, money not worth a continental, prices 
so depressed that the goods were practically being given 
away and yet no one seemed to buy . . . wars and after- 
maths. . . . Over the last one hundred and fifty years we’ve 
gone through all these phases. Luckily, we have some 
history on the movement of wholesale and consumers’ 
prices over a long period—one for 150 years, the other for 
180 years. It seems a truism to say that during every war 
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prices go way up and that after every war they drop. But 
the actual history of the thing is not quite so simple. Take 
a quick journey over 150 years of American price history 
by way of chart and text (see page 214). It may give you 
some useful thoughts for today. 


When a Person’s Out of a Job— 


Can married women who have retired from work to take 
up domestic duties still receive benefits? 

How many persons receive unemployment insurance 
checks while vacationing in Florida? 

Are striking workers subsidized by insurance funds? 

How many persons out of work are disqualified from re- 
ceiving insurance payments? 

Which states give the unemployed worker the best 
break? the worst break? 

The answers to most of these questions depend upon the 
state in which the unemployed person lives. Some of the 
differences arise from differences among the states in eco- 
nomic conditions, administrative procedures, accounting 
practices and statutory provisions (see page 225). 


Do We Want the ITO? 


One of the most important issues to go on the Congres- 
sional calendar is ratification or rejection of the Charter for 
an International Trade Organization which this country’s 
representatives signed in Havana. While men represent- 
ing fifty-three nations in all affirmed their belief in the 
Charter, the ITO will come into being only if our Congress 
ratifies it. What is this Charter? It seems that it embraces 
“the entire mechanism of international economic relations 
which falls beyond the purview of the International Mone- 
tary Fund and the International Bank for Reconstruction 
and Development.” The discussion of the ITO which starts 
on page 230 of this issue of the Record does an efficient 
job of marshalling the arguments for and against the ITO. 
Few people will find the time to read the voluminous Charter 
itself, but the salient issues can be understood by anyone 
taking the few minutes necessary to read Lawrence Mayer’s 
summary article. 
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Prices Over 150 ae 


RENDS in wholesale and retail prices are being 

closely examined today as possible indicators 
of the state of business activity tomorrow. Price in- 
dexes have assumed the importance of barometric 
measures in signaling the advance of inflation or the 
imminence of recession. Whether the indexes actu- 
ally possess these characteristics imputed to them re- 
quires further exploration. Their adoption for such 
varied purposes as wage-rate changes (such as in the 
General Motors agreement), or profit determination 
(through accelerated depreciation charges), to name 
only two, are further compelling reasons for examin- 
ing long-term movements of various prices and their 
interrelationships. 

The Bureau of Labor Statistics and Tar Conrer- 
ENCE Boarp have been leaders in composing price 
series for wholesale and consumers’ prices. While the 
use of index numbers was not highly developed until 
the second and third decades of this century, econo- 
mists and statisticians have since extended the series 
compiled by these two groups beyond 1800 for 
wholesale prices and as far back as 1820 for consumers’ 
prices. This series of articles examines the major in- 
dexes and their components, their movements, and the 
different behavior of the two price series through 
time.? 


WHOLESALE PRICE MOVEMENTS 


Wholesale prices have rarely been stable for more 
than a few months at a time. The greatest fluctu- 
ations have occurred during war periods, although the 
historical trend has been rather stable. In the years 
prior to 1900 the price trend was slightly downward 
under the influence of an expanding, dynamic econ- 
omy. From the opening of the present century, the 
trend has been upward, with the movement sharpened 
by two world wars within a quarter of a century. 


War of 1812 


The highest prices for many of the commodities in 
the 150 years traced in the accompanying charts pre- 
vailed during the War of 1812. Financial conditions 
had already been strained by the Napoleonic wars. 
Fuel and light prices manifested the sharpest increase, 
while drugs and chemicals skyrocketed to the highest 
recorded levels relative to prices in January, 1939, 
the base month. Building materials and hides and 
leather prices moved, however, within a very narrow 
range at a relatively low level. 


14 description of the sources and the methods of computation of 
the data presented in this article, are available on request. 


Following the war, prices declined by two precipi- 
tous jumps—one beginning in 1815 and the other in 
1818. Within ten years following the start of the 
downswing, prices were almost cut in two. These 
price declines were accompanied by many business 
and bank failures.* 

For forty years thereafter, prices moved steadily 
downward while the country expanded and developed 
new industries. The only upward bulge was caused 
by land speculation. It was followed by the panic of 
1837. Toward the close of the Jacksonian era, money 
and credit became relatively scarce compared with 
the vast needs of a rapidly expanding productive plant, 
and prices declined to a very low level. 

Civil War 

During the Civil War, prices rose to more than 
twice the prewar level. The temporary divorce of the 
agricultural South from the industrial North dis- 
rupted the normal patterns of trade. Industry was 
hard pressed for materials at the same time that the 
government was actively in the market bidding up 
prices. No small part of the increase in prices was 
owing to the large volume of greenbacks issued to 
finance the war. With this expansion of paper money 
and the resulting lack of confidence in the nation’s 
currency, gold brought a heavy premium in the 
open market. 

With the cessation of hostilities and the stabiliza- 
tion of the currency near-prewar prices again pre- 
vailed. Generally, the decline to that level was not 
so sharp as the one following the War of 1812, al- 
though by 1880 the cumulative decline had been al- 
most as great. This longer adjustment period was 
probably owing to the tremendous dislocations 
wrought by the war between the states. 

Most wholesale price indexes turned upward at 
about the turn of the century. Railroads linking the 
Atlantic and Pacific created a mass market for a vast 
outpouring of goods. This prosperity, which was 
shared by other countries, reached its zenith before 
the outbreak of the First World War. It was inter- 
rupted only temporarily by the financial crisis of 1907. 


World War I 


Prices doubled during the war reaching a peak of 
217 in May, 1920.2 In that year a precipitous de- 
1G. F. Warren and F. A. Pearson, “Wholesale Prices for 213 years, 


1720 to 1982,”’ Cornell University Agricultural Experiment Station, 
Memoir 142, November, 1932, p. 10. 


‘January, 1939=100. 
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cline occurred, perhaps the sharpest in the country’s 
history. The break, which affected all commodities, 
grew out of the ending of inventory accumulation and 
the satiation of replacement demand for consumers’ 
durable goods. 

A fairly stable plateau nearly two fifths higher than 
the 1914 price level was maintained throughout the 
Twenties. All the component indexes also were above 
prewar levels. Farm products, foods and textiles were 
higher than the wholesale price index. Housefurnish- 
ings, hides and leather, metals, and building materials 
indexes were generally below the all-commodity group. 
Chemicals and drugs, fuel and light and miscellaneous 
prices fluctuated close to the average level during 
this period. A second decline started late in 1929 and 
continued until June, 1932. 

The nation scraped along at a low level of business 
activity during the Thirties. The many attempts to 
reflate the price level were met with only moderate 
success and it was not until the renewal of active 
warfare in Europe that prices once more began climb- 
ing. At first as provider for the allies and later as an 
active combatant, the country’s productive machin- 
ery supplied ever increasing quantities of arms and 
munitions. Domestic supplies became scarce at the 
same time that employment and wages grew. But 
recorded price increases were restrained under the in- 
fluence of price controls,’ rationing, allocations and 
related measures. As these measures were withdrawn, 
price pressures mounted steadily. The rate of in- 
crease slowed down in 1947, but prices continued up- 
ward until the all-commodity index reached its peak, 
220.4, in August, 1948.2 The wholesale price index, 
even after the recent decline, is double prewar but 
7.4% below the all-time high and 6.6% lower than 
the previous peak of May, 1920 

Individual commodity prices often diverge sharply 
from the all-commodity index. Each commodity 
group exerts an influence on the all-commodity index 
in proportion to its importance in wholesale trade. 

For instance, farm products and foods, the two 
most important groups in the index, have lost ground 
relative to the other commodities. The miscellane- 
ous group has increased in importance from about 
1% of the total in 1800 to 1889 to 10% in 1946. 
Fuel and lighting and metals and metal products have 
also become much more important groups in the 
wholesale price index, while building materials have 
lost almost half their former value.* 

The most striking occurrence in the accompanying 
charts is the continued narrowing of the price bands. 
These bands represent price relatives and not actual 

1Black market prices were of course considerably above the quoted 
prices used in compiling the index. 

*January, 1939=100. 

In April, 1949. 


‘Bureau of Labor Statistics periodic bulletins on wholesale prices, 
and Warren and Pearson, op. cit. 


prices; it cannot be assumed that the prices them- 
selves are coming closer together. Furthermore, be- 
cause January, 1939, is 100 for each index, all the 
lines must converge at that date. However, the sig- 
nificant conclusion to be drawn is that prices are now 
moving in close harmony—rising and falling together 
and passing through similar amplitudes. 

Secondly, it is noteworthy that prices for metals, 
textiles, chemicals and drugs and miscellaneous com- 
modities were relatively high in the early years 
traced in the charts. On the other hand, building 
materials, hides and leather, and housefurnishings 
prices were relatively low. The fuel and light index 
behaved peculiarly from 1812 to 1818—but otherwise 
remained on an even keel. The closest approximation 
to the all-commodity index is manifested by farm 
products and foods. This is only natural since these 
two items bulked largest in the construction of the 
wholesale price index. 

Although these index groups are fairly homogene- 
ous, their composition changed from period to period. 
In the earlier years particularly, the groups whose 
prices were relatively low contained products pro- 
duced in the country and in abundant supply, such 
as building materials and hides and leather. Other 
products, like chemicals and metals, were largely 
imported or else produced at home at high costs. 
They were scarce and high in price. For example, 
the metals index in 1800 was made up mostly 
of pig iron and iron bars, copper sheathing, steel, 
tin and lead. Therefore, the prices of a few scarce 
goods caused the price level to be high and to move 
through wide amplitudes. By 1889, iron sheets made 
up the largest component product. Many additional 
products however, had been added, such as butts, 
iron wire, screws, etc., while some had been elimi- 
nated. At present, such items as harvesters, threshers, 
numerous steel products, motor vehicles and nonfer- 
rous metals, products unknown to the Americans of 
the nineteenth century, are included. 

Similar reasons can be cited for the behavior of 
the miscellaneous group and the chemical index. 
This latter reached the highest recorded relative price 
in 1814. In the early years, the chemical group was 
made up of only seven items and the miscellaneous 
group of only eleven commodities.1 Today, many 
manufactured drugs, fertilizers and miscellaneous ar- 
ticles are included in the indexes. 

The abrupt rise and fall of fuel and light prices 
during the war of 1812 was probably owing to the 
inability to get coal. Candles and oil were the two 
other items making up the index. In later years, 
petroleum gradually began to replace candles and oil 
for lighting purposes. Since the Twenties, electricity 
has become an important source of lighting. Manu- 
factured gas has also become increasingly important. 

1Although all items were not priced each year. 
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CHART 1: WHOLESALE PRICES SINCE 1800, ALL COMMODITIES AND MAJOR GROUPS 
Sources: Bureau of Labor Statistics; Warren and Pearson 
Index Numbers, January 1939=100 
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CHART 1: WHOLESALE PRICES (Continued) 


METALS AND 
METAL PRODUCTS 


CHART 2: CONSUMERS’ PRICES SINCE 1820, ALL ITEMS AND COMPONENT GROUPS 
Sources: Bureau of Labor Statistics; Federal Reserve Bank of New York; Tor ConrerENcr BoarpD 
Index Numbers, January 1939=100 
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Weights Assigned to Major Components 
of Consumers’ Price Index! 


Sources: Federal Reserve Bank of New York; Bureau of 
Labor Statistics; THz ConreERENCE BoarpD 


1913- | 1920- 
19193 | 1949 


1820- | 1840- | 1860- 
1889 | 1859 | 1879 


Food)... ssaaaate sere 41.0]41.0 | 31.6/43.1 | 43.1] 37.5 | 33.0 
Housing: .20 a: .seces ¢ sy otter 16.0} ... | 17.7] 18.6 | 19.0 
Clothing...) <eas sete 15.3}15.3 : 13.2} 15.5 | 10.0 
Fuel and lighting..... . 5.9| 5.9 5.6} 4.8] 6.0 
Housefurnishings..... . pate Wee! iieaae : vais, | | A] a0 
Sundrieswysss ee 3.8a} 0.3] 3.06] 20.4] 24.2c} 28.0 


Proportion of family 


expenditures........| 62.2/68.5 | 55.7168.2 {100.0/100.0 1100.0 


1For most of the years prior to 1910 the commodities priced did not constitute a 
complete sample of goods entering into a family’s budget. When the full weight for 
the group was used, the articles priced had imputed to them the fluctuations of all 
the components of that group. W. C. Mitchell in constructing his index for 1860- 
1879, however, assigned weights to the major groups in direct proportion to the 
articles for which prices were actually available. This accounts for the lower weights 
shown for that period. The remaining articles within each group were assumed to be 
subject to the same changes as the priced items. 

2Years 1880-1889 are represented by cost of ten staple food products. 

*Distribution of expenditures based on expenditure patterns in 1917-1919. The 
Bureau of Labor Statistics now uses the 1934-1936 expenditure studies as its base. 

aSundries actually represent a much greater proportion of expenditures: however, 
price changes for only a few items were available. The weight was consequently 
reduced to 3.8, 

bLiquor and tobacco only; other sundry items were not priced. 

eIncludes insurance and other savings. 


Textiles showed a remarkable price rise during 
the Civil War. The nature of the increase is more 
evident in consumers’ prices than in wholesale prices. 
From 1861 to 1871, cotton was so scarce that its 
price rose to more than ten times the prewar level. 
Even though Warren and Pearson reduced the weights 
on cotton in both textile and farm products indexes, 
the tremendous price increase had a noticeable effect 
on products from which it was fabricated. 

In practically all cases where the composition and 
weights of the major groups were altered, a linking 
procedure was used to prevent any distortions in the 
index. The inclusion of more commodities with wider 
usage and in greater abundance has made the in- 
dexes more representative of the movement of whole- 
sale prices. Moreover, there has definitely been an 
increase in the proportion of semifinished and fin- 
ished goods, which results in reduced price flexibility. 
Finally, the growing interrelationship of various com- 
modities entering into trade channels is a direct cause 
of the similarity of movements of the indexes and 
the narrowing of the price band. 


BEHAVIOR OF CONSUMERS’ PRICES 


Consumers’ prices have historically been much less 
erratic than wholesale prices. Nevertheless, during 
the three major war periods through which the in- 
dexes pass, consumers’ prices, like wholesale prices, 
have been subject to wide gyrations. In contrast with 
wholesale prices, the secular trend of prices of con- 
sumers’ goods has been steadily upward since the 
date of the first recorded index. Particularly strik- 
ing is the skyrocketing of clothing prices during the 

1Warren and Pearson, op. cit., p. 181. 


Civil War and to a lesser extent during the First 
World War. The scarcity of cotton during the Civil 
War forced textile prices up. Clothing prices natur- 
ally followed the movement of textiles. Housefur- 
nishings more than doubled in price between 1913 
and 1920. Food prices led in the inflationary spiral 
which followed World War II. 

A consumers’ price index does not purport to be an 
accurate representation of the cost of living of the 
entire population. Neither does it reflect the chang- 
ing living standards and actual family expenditures 
which occur from year to year. What the index does 
show is the relative prices of a fixed basket of com- 
modities purchased by a particular segment of the 


Chart 3: Consumers’ Housefurnishings Prices 
vs All Items, 1840-1860 


Source: United States Senate (Aldrich Committee), Wholesale 
Prices, Wages, and Transportation 


Index Numbers, 1860 =100 
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Chart 4: Consumers’ Furniture Prices 
vs All Items, 1890-1910 


Source: Paul H. Douglas, The American Economic Review 
Supplement, March, 1926 


Index Numbers, 1890-1899 = 100 
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population—usually of moderate income—in any year 
as compared with a base period. 

The market basket of goods priced for the index 
is drawn from surveys of the expenditures of a sample 
of families during a given period. Weights are as- 
signed to each commodity group in proportion to the 
amount of their income spent on the group by these 
families. The table gives the weighting factors for each 
of the individual indexes used in the construction of 
the long-term series. These constant weights were 
then applied to the relative prices of the commodity 
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groups to get the weighted cost of living index for 
each year.! 

Application of a constant set of weights to a series 
of relative prices over a long period of years is theo- 
retically objectionable because the basket of goods is 
constantly changing. Families alter their expendi- 
ture patterns in response to price changes, new styles, 
the introduction of new commodities to the market, 
etc. Of course the same set of weights was not used 
for the entire 130 years. Nevertheless, each group 
of weights covered many years, so that they could 
not reflect the intervening changes in family expendi- 
tures. The table indicates, for instance, that food and 
clothing now occupy less dominant positions in a 
family’s budget than at the turn of the century. 
These shifting expenditures actually happen more 
frequently than shown, but expenditure studies are 
not available in each budget period. 


A Reasonable Approximation 


For the earlier years, a considerable element of con- 
jecture entered into the determination of some of the 
weights. Much of the material used covered only a 
fraction of the total family expenditure. Despite 
these shortcomings, the index represents a reasonable 
approximation of the changing costs of consumers’ 
goods from 1820 to date. 

Although the trend of retail prices has been steadily 
upward, the significant rise did not occur until the 
late 1890’s. Wholesale prices were rising at the same 
time. The price declines noted in the first ten years 
charted (1820-1830) were probably a continuation of 
the war’s aftermath. The monetary confusion follow- 
ing the closing of the first United States Bank also 
probably contributed. 

Similar to their wholesale price equivalents, the 
fuel and lighting index was consistently low. Food 
prices followed closely the ups and downs of the all- 
commodity index. When the index of miscellaneous 
and sundry items was introduced into the consumers’ 
price index in 1840, its level was relatively high. 
Within ten years the index more closely approximated 
the all-commodity group and throughout the ensuing 
years it usually moved at a lower level compared with 
its base than did the all-commodity index. The ex- 
tremely high price of matches in the first five years 
of the 1840’s contributed to its early high level. 
Prices of the other commodities in the sundry group 
were more nearly normal. 

Several of the constituent cost of living indexes 
were composed of commodity groups which are not 


1Although the sum of the group relatives multiplied by their weights 
ives the all-commodity index each year for each separate series, 
ahi of the linking of the individual group indexes the long-term 
group and all commodity series do not bear the same relationship 
one to the other. For this reason the positions of the line graphs for 
each commodity group may seem out of line with the all-commodity 
index. The results are merely owing to the statistical techniques 
involved. 


shown in the long-term charts. They were necessarily 
omitted because the lack of continuous data prevented 
a linking of these indexes with similar series available 
in later years. However, these series are charted sepa- 
rately—each on its original base—to show their move- 
ments around the consumers’ price index. 

From 1840 to 1860, the index for housefurnishings 
moved erratically but at a level close to 20% higher 
relative to its base than the cost of living index. The 
high relative price from 1840 to 1850 was caused 
by the high cost of wooden pails. From 1850 to 1860, 
wooden tubs went up in price while pail prices fell 
for a few years and then rose again. Furniture prices 
were not included until 1846, but they did not fluctu- 
ate until 1861, being quoted at 100.0 during those 
fifteen years. 

Furniture prices were a major group in Douglas’ 
cost of living index. As Chart 4 illustrates, these prices 
moved closely with the all-commodity index, oscil- 
lating around the trend line. After 1913, a homogene- 
ous housefurnishings index was prepared by the Bu- 
reau of Labor Statistics and Tae Conrerence Boarp. 

The only index of rents for the years preceding 
1910 was constructed by Professor Wesley C. Mitchell 
in his work on prices during the greenback era.” The 
cost of housing accommodations increased slowly dur- 
ing the Civil War, reaching a maximum in 1872, when 


1Committee on Finance, United States Senate, 52nd Congress, 
Second Session, Report No. 1394, “Wholesale Prices, Wages and 
Transportation,” March 3, 1893, part I, p. 9. 

2Wesley C. Mitchell, “Gold Prices and Wages under the Greenback 
Standard,” University of California Press, Berkeley, Calif., March, 
1908. 


Chart 5: Consumers’ Prices; Cost of Rent 
vs All Items, 1860-1880 


Source: W. C. Mitchell, “Gold, Prices and Wages under the 
Greenback Standard” 


Index Numbers, 1860=100 
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it began a slow, steady, decline. When rents turned 
up again in 1879, they were at a level one fourth 
higher than in the year before the Civil War broke out. 

Generally the individual indexes followed the con- 
sumers’ price index very closely. In periods of eco- 
nomic dislocation—the wars and the depression— 
each component moved through different ranges and 
fluctuated in varying degrees. 

During the First World War and postwar period, 
food, clothing and housefurnishings exhibited the 
greatest increases and also the sharpest declines. The 
recovery in 1922 brought the prices of housing ac- 
commodations, food and clothing up to new peace- 
time levels, maintaining the consumers’ price index 
at a stable, high plateau. The sundry index remained 
at a steady level slightly below the wartime peak. 
Housefurnishings and fuel and light prices inched 
downwards. 

Prices began to decline in 1927 but the major 
breaks took effect between 1930 and 1933. While 
slower than some of the price breaks which have 
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been recorded, the decline was one of the longest 
and most extensive. Hardest hit were the housing 
and housefurnishing indexes, reflecting the over- 
building which took place in the Twenties and the 
reduced marriage rate following the crash in 1929. 

From the prewar year of 1939 to the end of 1948, 
all the commodity indexes rose rapidly. The one index 
kept at a stable level until 1947 was housing which 
was under strict price control during and after the 
war. All other indexes moved sharply upward. Con- 
sumers’ prices rose to heights never before recorded, 
pulled up by the exceptional increase in food prices 
and the cost of clothing, housefurnishings and sundry 
items. Prices turned downward in the first quarter 
of 1949. As yet, no precipitous drop such as followed 
each previous war has taken place. Many persons 
believe the props which have been placed under prices 
in the past decade will prevent such a collapse 
from occurring. 

Hersert R. Brinserc 
Division of Business Economics 


How’s Business Mortality? 
™ 


EW firms entering business have been declining 

in number since 1946, while business closings 
have been rising. If failures continue for the remain- 
der of 1949 at the same rate as in the first four months, 
they will reach almost 9,000, the highest point in 
seven years. 

In April, 1945, firms were failing at the low rate of 
90 a month. By 1948, this number had increased to 
404 a month and in April, 1949, as many as 878 
businesses discontinued operations. Failures in whole- 
saling and retailing for the first four months of 1949 
were double the comparable 1948 period, and in manu- 
facturing and commercial service about 50% higher. 

The birth rate for new firms, already below the 
postwar peak, is expected to decline further if busi- 
ness activity continues to weaken. With mortality 
on the increase, the business population in 1949 may 
decrease for the first time since 1943. 


POSTWAR BURGEONING 


The business population at the end of 1948 num- 
bered 3.9 million firms.1 This was a new postwar 
high, 15% above the prewar high of September, 1941, 
and one million firms more than in the low wartime 
year of 1943 when restrictions in supply and man 


1A firm is a financially responsible business organization under 
one management with one or more establishments; all nonfarm 
businesses are included but professional practices are not. Recent 
revisions of Department of Commerce figures were made too late 
for inclusion in this article. These changes do not, however, appear 
to affect the main conclusion presented here. 


power caused many discontinuances. Yet a slackening 
tendency in the rate of growth is evident. In the sec- 
ond half of 1948, the net growth in the number of 
operating firms was small and there was an increase of 
only 81,000 for the entire year. This was half the in- 
crease in 1947 and only one fifth the increase which 
took place in 1946. 

Beginning with our entry into World War II, the 
number of firms declined until the end of 1943. The 
excess of closings over openings in those years 
amounted to more than 500,000, as a result of which 
the total number of operating firms about equaled 
the number existing in 1933. A reversal of trend then 
began. This change was accelerated with the return 
of peace when man power, raw materials and plant 
and equipment restrictions were eased. The abnormal 


Table 1: Business Population, 1940-1948 
Source: Department of Commerce 
In Thousands 


Number of Firms 
(As of Dec. $1) 
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rise immediately following the war was to be ex- 
pected in order to bring the business population into 
equilibrium with the requirements of an economy op- 
erating at a high level of activity. Appraised in the 
light of prewar cyclical patterns was this an overex- 
pansion? 


SOME CLOSE RELATIONSHIPS 


Over the long term, the pattern of growth of the 
business population and the human population has 
been identical. The rate of increase in human popu- 
lation reached a peak in 1912 and in 1914 for the 
business population. Both have since been increasing 
but at a decreasing rate. Reflecting the greater in- 
dustrialization of the country, the rise in the business 
population has on the whole been higher. In the 
early years of the century, the population gain was 
about 1.8% annually; the increase in business firms 
about 2.6% a year. Currently, the annual rates are 
0.8% and 0.9%, respectively. 

The business population is very closely correlated 
with the level of business activity. “During the prewar 
years 1929-1940,” says Melville J. Ulmer,” “there was 
a consistent tendency for the number of firms in 
operation to rise or fall by roughly 100,000 for every 
rise or fall of $10 billion in the ‘real’ gross national 
product, excluding government and agriculture.” Dur- 
ing the war years this relationship did not hold, and, 
although gross national product rose, the business 


1For a derivation and full discussion of these trends see Melville J. 
Ulmer, “Industrial Patterns of the Business Population,” in the 
Survey of Current Business for May, 1948, pp. 10-15, 


*See “The Postwar Business Population,” Survey of Current Business, 
January, 1947, p. 10. 


Table 2: Business Failures, 1946-1948, Classified 
by Year in Which They Were Organized 


Source: Dun and Bradstreet 
Percentage of Total Failures 
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Table 3: Percentage Distribution by Size of Net 
Number of Businesses Added, 1946-1948, and of the 
Number of Firms in Operation on September 30, 


1939 


Source: Department of Commerce 


Net Businesses Added 


Firms in 


Size of Firm 


Fewer than 4 employees. 
4 to 7 employees........ 
8 to 19 employees....... 
20. OF MMOLE] ce: Horie ca 
Ota Mie Ae. 


aLess than 0.5%. 
eEstimated. 


Human and Business Population Trends, 1900-1948 


Source: Department of Commerce 


200 
JULY 
146.6 


HUMAN POPULATION 


(MILLIONS OF PERSONSY 


BUSINESS POPULATION 


3 (MILLIONS OF FIRMS) 


EQUAL VERTICAL DISTANCES REPRESENT 
EQUAL PERCENTAGE CHANGES 


1900 1910 1920 1930 1940 "48°50 


Note: Data for business population are ten-year averages centered on the years 
indicated, except for 1948; data for human population are as of years indicated. 


population declined. The segments of industry most 
seriously affected were small business units. In 1943, 
the actual number of operating firms was about 700,- 
000 below the calculated number based on prewar 
trends. By the fall of 1947, the actual number of 
businesses had caught up with the level of business 
activity, filling the gaps caused by the war. In 1948, 
the smaller rise in the number of firms coincided with 
the moderate increase in gross national product. 


FEWER NEW BUSINESSES 


It was the decline in business births more than a 
rise in the rate of discontinuance which led to the de- 
creased rate of growth of operating firms. The num- 
ber of firms newly established numbered 340,000 in 
1948, a decrease of 15% from 1947 and a little more 
than half the postwar high of 615,000 in 1946. In 
the immediate postwar period, profit opportunities 
for new firms were conspicuous and numerous. Op- 
portunities are now fewer and the birth rate has 
declined. 

In all, 258,000 firms discontinued business in 1948 
compared with 218,000 in 1947, 182,000 in 1946, and 
604,000 in 1942. This figure represents closures of all 
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kinds including those due to failure, retirement and 
illness. The increase in the number of closings in 
1948 seems to be the result of increased competition 
and falling prices of both raw materials and finished 
goods as well as insufficient capital. The switch to a 
buyers’ market has tended to reduce profit margins. 
As a result, many new firms dropped out. Prelimin- 
ary data for the fourth quarter of 1948 indicate that 
the greatest advance in the mortality rate occurred in 
this period. Although increasing, the mortality rate 
is still well below what it was before the war. 

An examination of business failures! as compiled 
by Dun and Bradstreet indicates trends similar to 
those seen in total discontinuances. From an all-time 
low since the Civil War of 810 commercial and indus- 
trial business failures achieved in 1945, there has been 
an increase of almost 550% within a space of three 
years—to 5,252 in 1948. Yet a figure of 5,000 is not 
a high one. Except for the World War II period, no 
year since 1880 has had fewer than 5,000. In that 
year there were 746,823 active enterprises and 4,735 
business mortalities. From 1935 through 1939 the 
average yearly number of failures was 11,789. Thus, 
failures and total discontinuances are at present below 
prewar levels. 


FAILURES STILL RISING 


Failures are still going up in 1949. While the rate 
of increase dropped from the preceding month, April 
failures were twice the number a year ago, but still 
413 fewer than the comparable month in 1940. Lia- 
bilities of $31,945,000 were heavier than in any April 
since 1935 and twice as large as in 1948. Small fail- 
ures continued to rise, with those under $5,000 at the 
highest level since 1943 and those in the $5,000 to 
$25,000 range increased to the highest total since 
1940. However, large failures with liabilities of $25,- 
000 and over diminished slightly. 

The mortality rate is always high among new con- 
cerns. Dun and Bradstreet data indicate that 89% 
of the concerns which failed in 1948 were ten years 
old or less, 76% were five years old or less and 55% 
were three years old or less. The struggle for life is 
most difficult in the early years with mortality rates 
high in the first and second years. In a study on the 
problems of small business the following situation was 
found: 


“Should conditions of business averaging the experi- 
ence of the last fifty years prevail, about seven of every 
ten new grocery stores opening today will survive into 
their second year. Only four of the ten may expect to 
celebrate their fourth birthday. However, for the stores 


1Business failures as defined by Dun and Bradstreet are “industrial 
and commercial enterprises which have discontinued operations with 
a resultant loss to creditors, businesses involved in court actions such 
as receivership, reorganization, or arrangement which may or may 
not lead to discontinuances, and businesses reaching voluntary com- 
promises with creditors which become a matter of public record.” 


surviving two years, prospects of continuing through two 
more years are brighter.” 


In a study of 207 Indiana communities covering the 
period 1930-1937, it is stated that: 


“Almost exactly one fourth of the retail stores started 
in 1930 were out of business by 1931; another 18.5% 
of the original number went out by the end of the sec- 
ond year, and another 10% by the end of the third year.” 


High early mortality indicates a “weeding out” of the 
marginal firms. 

Most of the new firms established since 1945 have 
been small businesses. Of the 1,400,000 added, more 
than 99% had fewer than twenty employees. In 
September, 1939, 90% of all businesses were small. 
The net number added in each postwar year has been 
greater than the proportion which existed before the 
war. Such gains were made under conditions favor- 
able to small business growth. During the war, small 
businesses were sharply reduced as wartime controls 
limited their activity. But after the war, the fastest 
growth was in the number of small businesses. 

The average life of an individual enterprise does 
not usually extend beyond the adult life of its owner 
and is generally terminated much sooner.*? However, 
closures are not related solely to depression periods; 
in fact, they tend to lag behind business recessions. 
In a period of decline, new firms are hesitant about 
entering, while old ones attempt to hang on and 
creditors postpone pressures, hoping that the tide 
will turn. Since liquidation is postponed, failures tend 
to reach a maximum in the early stages of a recovery 
period. Closures are most frequently postponed to 
the end of the year with the hope that business will 
improve. The months immediately ahead are usually 
low months for failures; December and January, in 
contrast, are the worst months for survival. 


CrP: 


Problems of Small Business,” Monograph No. 17, Temporary 
National Economic Committee, Investigation of Concentration of 


Economic Power, Washington, 1941, p. 3. 


2A. D. H. Kaplan, “Small Business: Its Place and Problems,” 
1948, p. 69. 


3R. G. and A. R. Hutchinson and Mabel Newcomer, “Study in 
Business Mortality,” American Economic Review, Sept., 1938, p. 497. 
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Industry Has Enough Cash 


N adequate supply of working capital for 1949 
and into 1950 is reported by all but a very few of 
the 175 manufacturing companies cooperating in this 
month’s survey of business practices. Most execu- 
tives also express satisfaction with their companies’ 
present capital structure, many pointing out that 
they have nothing but common stock outstanding and 
no bank loans or other debts of any kind. 

The greatest hazard to a sound financial structure 
at the present time seems to be the large amount of 
capital which some companies have tied up in inven- 
tories. Executives confronted by this problem feel, 
however, that their capital structure will adjust itself 
as these inventories are reduced. 

The current dearth of equity capital has forced 
many organizations to rely more heavily on retained 
earnings to furnish working capital and finance plant 
expansion. Current tax laws are most frequently 
blamed for the lack of equity capital and executives 
believe that tax amendment and a “less hostile” atti- 
tude by government toward business might stimulate 
the flow. Meanwhile, management is directing its 
efforts toward winning over the confidence and good 
will of its stockholders, who are regarded as an im- 
portant source of new capital. 


WORKING CAPITAL 


Although working capital is in good supply, many 
manufacturers are now recovering from the comple- 
tion of postwar expansion and modernization pro- 
grams, many of which resulted in higher capital ex- 
penditures than had been originally anticipated. 
High construction costs, executives assert, cut serious 
inroads into working capital, which in many cases 
was used for supplemental financing. In considering 
future expansion, it is felt that “improvements in 
buildings and equipment are highly desirable but are 
not so necessary as to justify incurring a greater risk 
if business should take an adverse turn.” Rather 
than go into debt, many manufacturers are simply 
deferring “desirable but not essential programs” 
and discontinuing any policy of employing work- 
ing capital for any purpose other than current 
operations. 

There is also a general antipathy toward borrowing 
in order to bolster working capital. Those in need 
of more working capital expect to get it from retained 
earnings, depreciation reserves, reduced inventories, 
lower accounts receivable, and some even look to tax 


refund claims. Only a few are resorting to long-term 
loans or stock flotations. 

Necessarily, however, some manufacturers report 
dependence on borrowing additional working capital 
to carry them over seasonal humps. This condition 
is especially noticeable in the food and textile indus- 
tries where seasonal raw materials and finished goods 
stock piling requires some short-term bank borrowing. 
Far from being abnormal, seasonal borrowing is not a 
measure to be abhorred, executives contend, but 
rather should be considered as a “means of earning a 
larger yield on a moderate capital investment.” 


EQUITY CAPITAL 


There seems to be little doubt in the minds of the 
cooperating executives that equity capital is scarce 
and that some remedy must be found to help stimu- 
late the supply. “Equity capital must come from 
savings,” they say, and “unless the economy becomes 
such that individuals are able to save and unless indi- 
viduals have reasonable assurance that their invest- 
ments are safe and will produce a fair return, equity 
capital will be difficult, if not impossible, to obtain.” 
The consensus is that the American people have be- 
come cautious and that a greater portion of savings 
is going to government bonds, banks and insurance 
companies. 


Tax Revisions Needed 


The most important retardant to the flow of equity 
capital is the high rate of taxation, both corporate and 
individual, according to reporting executives. Such 
taxation, they assert, not only “deprives industry of 
additional capital in the form of retained profit” but 
also “reduces the amount of money available for new 
venture or equity capital from individuals in the high 
tax brackets who formerly supplied most of it.” 
Wealthy individuals, it is now believed, are driven by 
high taxes into buying tax-exempt securities, al- 
though these are the least productive type of invest- 
ment. 

Cooperators believe that amended tax laws would 
do most toward stimulating equity capital, especially 
the elimination of double taxation on dividends. Cor- 
porate income taxes are a “first lien on earnings and, 
as a result, the net amount available for stockholders 
is substantially reduced. Stockholders, in turn, are 
then obliged to pay individual income taxes on the 
same earnings.” Holding that this double taxation of 
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corporate dividends is discouraging to investment, 
one executive suggests that possible remedies lie in 
“making dividends deductible for the purpose of cor- 
porate taxes, or by crediting the stockholder receiving 
the dividend for the income tax paid by the corpora- 
tion.” 


Effect of Dividends 


In an effort to raise capital, a few companies report 
that the percentage of earnings paid out by the cor- 
porations has been reduced. One company states that 
it has paid no dividends on its common stock for the 
past two years for just this reason. Another coopera- 
tor feels that the present shortage of equity capital is 
a result of this low dividend policy and states that 
“this is, of course, part of the vicious circle that in 
turn causes corporations to pay even lower dividends 
in order to obtain capital through the retention of 
earnings. This ‘which came first, the chicken or the 
egg’ condition may well be reversed if companies again 
begin to pay out a high percentage of their earnings 
in dividends.” 


Cooperation from Government Urged 


Many executives urge alleviation of the shortage of 
equity capital through governmental economy in 
spending. This, coupled with greater efficiency in 
government operation, it is believed, could result in 
a reduction of taxes. It also is felt that corporations 
and business in general must receive “better accept- 
ance and the support of the administration before the 
public will become substantially interested in equity 
securities.” They contend that a change in the politi- 
cal-economic thinking of the government to a kind 
that would “dispel the apprehensions and uncertain- 
ties that now afflict business and restore a sufficient 
measure of confidence in the future to revive courage, 
initiative and willingness to venture new capital in 
private enterprise” could be a great stimulus. 


Other industrialists point out that a more sympa- 
thetic government attitude toward profits is needed. 
“We must get away from the philosophy that to make 
profits is a crime,” one cooperator declares. Execu- 
tives call for less governmental propaganda about 
“exorbitant profits,” and more of an understanding 
by the larger labor unions that “adequate profits are 
a necessity in maintaining a business.” Another ex- 
ecutive adds: “There must be recognition by govern- 
ment and the people that good profits for industry 
are the best guarantee for the continuation of in- 
creases in earnings and in the standard of living of 
the entire public.” 


Appeals to Present Stockholders 


Many companies realize that their existing body 
of stockholders constitutes their best prospects for 
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new equity capital. As a result, they are doing every- 
thing possible to win the confidence and raise the 
interest of this group. 

More emphasis is being placed on annual reports 
as a means of keeping stockholders informed of the 
company’s financial status and industrial progress. 
More interim reports to stockholders are being pub- 
lished and although these are primarily financial in 
nature the trend is to expand them to include all sub- 
jects of interest. Some companies also publish house 
organs to keep their investors fully acquainted with 
the progress of the company. 


Stimulating Public Interest 


Most companies, in order to stimulate public inter- 
est in their stocks, are disseminating as much infor- 
mation about their operation as possible. Public re- 
lations and advertising are being widely used for 
this purpose. The New York Stock Exchange is as- 
sisting with an advertising campaign designed to 
capture the interest of prospective investors in lower 
income groups. More companies are employing stock 
splits which they feel will “result in a market price 
more attractive to individual investors . .-. and 
thus stimulate public interest and increase the dis- 
tribution of securities.” Executives state, however, 
that their main hopes of inducing investment lie in 
providing quality products and services, maintaining 
good earnings, expanding on a sound basis, and pay- 
ing regular dividends. 

Realizing that the dearth of equity capital is in 
part a reflection of the shift of wealth from the big 
investors of the past to a larger, low-income group 
“uninitiated in investing,” one executive suggests that 
“brokers may have to open a $2 window if they are 
going to do an effective job of marketing new 
securities.” 

Detailed comments from letters received appear 
beginning on page 254. 

Barsara R, Maness 
G. CiarK THompson 
Division of Business Practices 


**Ask the Conference Board’”’ 


What are the latest data available for total govern- 
mental debt in the United States? 


Total public debt for the federal, state and local govern- 
ments totaled $270.9 billion on June 30, 1948. Of this 
amount, the Federal Government accounted for 98%. The 
1948 total was $4.1 billion less than 1947, a decrease due 
to a drop in federal obligations outstanding. State and local 
debt continued to increase. On a per capita basis, total gov- 
ernmental debt amounted to $1,848 in 1948. (Source: Bu- 
reau of the Census.) 
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Unemployment Insurance Disqualifications 


NEMPLOYMENT insurance benefits were 
withheld from 231,684 insured claimants dur- 
ing the last quarter of 1948. This represents one 
disqualification for every five new insured claimants. 
The national disqualification ratio conceals a wide 
variation in the ratios for individual states—from a 
low of 4.4% in Oregon to a high of 47.5% in Illinois. 
Unemployment insurance benefits are intended for 
persons who are regular members of the labor force 
and who are unemployed through no fault of their 
own. To receive benefits, therefore, all state laws 
require that the claimant must be able to work and 
available for work. They also provide that certain 
conditions affecting the claimant’s unemployment 
may disqualify him from benefits. The major reasons 
for disqualification are voluntarily leaving work with- 
out good reason, refusal of suitable work, and dis- 
charge for misconduct. 

Almost half the benefits withheld in October-De- 
cember, 1948, were denied on the basis of the able- 
and-available requirement. Voluntary quits ac- 
counted for 31.1%, refusal of suitable work for 8.8%, 
and discharge for misconduct for 9.6% of total dis- 
qualifications.1 

Public interest has been directed in recent years 
to abuses under unemployment insurance. Some of 
the questions which have been raised in this connec- 
tion are as follows: How many persons actually do 
receive unemployment insurance checks while vaca- 
tioning in Florida? Can married women who have 
retired from work to take up domestic duties still 
receive benefits? Are striking workers subsidized by 
insurance funds? The answers to these questions can 
be found partly in the eligibility and disqualification 
provisions of the state laws. Information on state 
administrative procedures, policing methods, and 
fraud detection devices, however, is also necessary 
in order to know the whole story. 


DISQUALIFICATION PROVISIONS 


The able-and-available requirement is a condition 
of eligibility. The claimant is denied benefits only 
so long as he cannot meet this condition. Disqualifi- 
cations, however, result in withholding benefits from 
the claimant for a definite period which is either spe- 
cified in the law or set by the administrative agency 
within limits stated in the law. The disqualification 
period varies in length from two weeks to the dura- 
tion of the unemployment or longer. 


1Excluding disqualifications for unemployment due to a labor 
dispute and disqualifications based on receipt of other remuneration. 


Under the original state laws a limited postpone- 
ment of benefits was the usual disqualification penalty. 
It was reasoned that while the initial few weeks of 
the worker’s unemployment may be caused by a dis- 
qualifying act, a prolonged period of idleness results 
more from the general condition of the labor market. 
A trend soon developed, however, toward levying 
heavier penalties. A number of states now make the 
disqualification effective for the entire period of un- 
employment. Others require that the worker must 
have a specified amount of reemployment or addi- 
tional earnings to requalify. Besides postponing pay- 
ment, many states now reduce the benefits to which 
the disqualified worker is entitled, and a few cancel 
all his benefit rights. 

Table 1 summarizes disqualifications imposed for 
the three major causes. Many states provide penalties 
of varying severity for the different causes, miscon- 
duct frequently carrying the heaviest penalty, refusal 
of suitable work next, and voluntary leaving third. 

This analysis is centered upon statutory disquali- 
fication provisions and able-and-available eligibility 
requirements.! An understanding of the differences 
in the state laws may help to explain the widely di- 
vergent state experience in this aspect of unemploy- 
ment insurance. For as can be seen in Table 2, the 
ratio of disqualifications to new claims with sufficient 
wage credits varies considerably from one state to 
another. 


ABLE AND AVAILABLE 


Most state laws incorporate the general require- 
ment that the claimant must be able to work and be 
available for work to be eligible for benefits in any 
week. A few states, however, have introduced im- 
portant modifications; some liberalize the require- 
ment, others make it more stringent. Thus, under 
liberalization, five states? provide that persons who 
become ill or disabled after filing an unemployment in- 
surance claim and registering for work shall not be 
considered ineligible for benefits so long as no work 
which would be suitable except for the disability is 


1A subsequent instalment will deal with economic factors and 
administrative procedures in unemployment insurance and will 
describe steps which have been taken by representative states to 
prevent abuse under the program. Chief sources used for this analysis 
are the following publications of the Bureau of Employment Security, 
Social Security Administration: “Comparison of State Unemploy- 
ment Insurance Laws as of October, 1948;” and “Variations in 
Denials and Disqualifications Among the States,’’ Supplement to 
Employment Security Activities, January, 1948. This discussion is 
based on 1948 provisions and does not take into account 1949 
amendments, 

*Tdaho, Maryland, Montana, Nevada and Tennessee. 
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TABLE 1: SUMMARY OF UNEMPLOYMENT INSURANCE DISQUALIFICATION PROVISIONS FOR 
THREE MAJOR CAUSES, DECEMBER 31, 1948 
Source: Social Security Administration 
Voluntary Leaving Discharge for Misconduct Refusal of Suitable Work 
State 
Number of Weeks Benefits Reduced Number of Weeks Benefits Reduced Number of Weeks Benefits Reduced 
Disqualified or Canceled Disqualified or Canceled Disqualified or Canceled 
Alabama........ Duration Partial cancellation Mandatory Duration + Mandatory 
Arizona W+4 Mandatory Mandatory W+1-8 7 OR Sean Cee 
Arkansas cc. Qeees leat Wetl=6i» 6 | bsmooadennee NE Welebies allie tee ee W+-l-Sir only Seas 
Caltormits mn ciicdawat eas io ee Seen GREP nn fae BIg alh oe ar Sal i eee WS oe lee 
ColoradOmatescrre seers W +3-15 Mandatory W-+8-15 Mandatory 
Connecticut.............. Weal [adn eR. OV SEA Oe Tae Ss Way) Se pit Ree, aS 
Delawares dsortesis ats toca: Duration, ||. ie.tss4-aosealie  LURREOn aeiallletrcce Shee Duration... lip sess nenebere 
District of Columbia...... Wes Src cacccugecmes tie. Wietsna e| Ceee eee Wes) Tas | taecneneee 
Kloridayia:. dee oan ete ° W-+1-12 and dur-|) .......025..) |W-+-1-12 ‘and! dur-(4, 3.0... 0.014. Optional 
ation+ 
Georgits.i:t/ aes sania W-+2-8 Mandatory Mandatory 
Tdahoedcct costa tet se ta Vice irre tie sl a Bal Or ee ewe RT A ene 
Tilingis 3620s sore ee W38-7 Loire WEB ST 1s Thee ctdae. eeteeel ie EVV 7 0 | eee eee 
Indiana...... W+5 Mandatory Mandatory Mandatory 
TOws es cen eres tee Duration + Cancellation Mandatory Duration.~ |) 4.<<=aneeates 
KReansisy sins coker ea -eeloee W=EI=00 79 ERR er aS OW 210 BOI 22), eke ee Wi-bl=0)0' 1 ea ree 
Kentuclrey,.synteisits.s.<c)iaer LalS ys Malt gta cteskehtales = ISIC lade ous ee JA 16 lo vy cig «eee 
Tousienat.<. cote eas ie WG oh a cinta ctssinctreee CIE WY dole nn een W-EI=60 7) sl Wer eho ee 
WMiaine 4... ccamecateumees W-+1-5 Mandatory W-+41-5 Mandatory 
Marylands.054stce seneee Duration =-99 ji|\ aie oases eee Duration -}:7 /l!|\s Sides fee ee 
Massachusetts............ Duration iid en. eaiea: Duration) § oss... mead vat Ww+i-4 Optional 
Michigan. . Semncicrs.c ss 0 Duration Partial cancellation Duration Duration Partial cancellation 
Minnesata: os fess geeeeeee 327. Wr || Are ee Sue | eat, eee! Weesav’ . Fp recek see oe 
MHSsiSSIp pls jcie/sfeisscie) eave) ae Wish TS12) Wp hates, cere eluens WY TE ee ere a enn seine oceee WHI Dail oi eae eae 
IMissouric. wa: «sam eaten: Durations 7 aeecnce oes Durstion=> 9) | Oise eee Duration 9p «4c 
Montatias ae tes on eee ve aR) Ut We ee Ra Laon Ae. Se epe ae W-+1-5 Sei, ASS 
Nebraska: 36 ei. sen. en Wetl-Se> |. Ave ea eee W-tIS50 sell? Sheed Duration + Cancellation 
Nevada oe och tei lacs canton W-+I-15. eee oe WEL i Pel ws. ee eee W-LI-ALB i) Se Se eee 
New Hampshire.......... Duration + W-+3 WS) ee eee 
New Jerseyy 2 9)4-kabe Sie W-£8:'0 oO RREOeE Fae Wess Git wre eee WHS ws tl 3. Sone aan 
New Mexico............. W-+41-13 Mandatory W-+41-13 W-+41-13 Mandatory 
New VOrkea.. cap even es A Wiicte oc aot Te Teeth ce rthats Duration” |\Wides.. aeons 
North Carolina........... 4-12 Mandatory 5-12 4-12 Mandatory 
North Dakota............ WRIA esl eins Rete W+l2t0u™ Pt ee, ee W++l7) ew besk. elie 
ORG 5s aacthatoacen tenaas Duration-t-9a|" cece cere 3 Duration ilies ese ee 
Oklahoma Dees tes cil Wee ee ee eee Wes tre licenctce ees Wl epee 
Oregons hn c14 oe1eMieo set Wed a Ie eres x. i W:=-4s6rar Hea... cee Wes 170 |) Ste eee 
Pennsylvania............. Duration’ 0) cesietiecaucrcrs Duration | ids. dconiicaels Disration 9 sie wer cea 
Rhode Island... .. 6.22 Wise) SOON ears oe ieee WPI 0 packs Sense ee W+1-3 Optional 
South Carolina........... W-+1-5 Optional WHeIH16? Wiese, Ae W +1-5 Optional 
pouth Dakota, 4. ccene- -s | ei ene (eee art oc 5-10'j;} 4 ibers dese ee 5-10 hale. vader 
Tennessee: nc. ais eer IWEPI ob ete comet. te ores WEl=05) dal, onibec ect ae Wehbe ihe Aawitaraae 
NS CCR ero ep sac ieee 2-16 Mandatory 2-16 2-8 Mandatory 
Utalil 22. Face sone an WF1S6 OP ee aes W-hi-O i iilgetiee ere fare WSEI-0 0 “Nt alesse Sates 
Vermont. 22,0 ete tae. W-+41-9 BSS ot OS W +1 onmore Alister oe ete W659). op coeass oe 
Virginiae ). 0st casts 5 Mandatory 5-9 6-9 Mandatory 
Washingtonsc0 2-1. sis cine FE tere sesces vous B=101 19 ORES. Sete W-eled (1) ag aS 
West Virginia............ W+6 Mandatory W+6 Mandatory W +4 or more! Mandatory 
Wisconsin. ..0; y.- sweenree W+4 Partial cancellation W+3 Partial cancellation Duration | o-d.. .0550oe 
Wiyonitngt nce hie tes W+41-5 Mandatory Wie a ae intents W+1-5 Mandatory 
Allaah, oc senescence ous Wei la8 dl eegen st ware, eer WEISS ee. eae WePls6 1, ieeesenees 
Hawaii cco. omen atacehe W227) &_ 9 FL ad eae hE re Ge ate Wit i colyverat sent apes 


Note: “W--” means the week in which the disqualifying act occurred plus the 
indicated number of weeks following. “Duration” means that the disqualification 
is for the duration of the unemployment due to or following the act and “duration-+-” 
indicates that the disqualification lasts until the individual earns a specified amount 
or works a given time. “Mandatory” indicates a mandatory reduction of benefits 
in every case; “optional” that the reduction is optional with the state agency. 


Such additional weeks as any offer of suitable work continues open. Benefits 
reduced are recredited if claimant returns to suitable employment during benefit year. 

aLaw includes postponement until claimant works thirty days (i.e., duration of 
unemployment plus) or for six weeks if he is diligently seeking suitable employment. 
Agency reports latter provision currently effective. 


offered and refused. In contrast, six states! provide 
that a claimant must be available for suitable work 
and nine? states that he must be available for work in 
his usual occupation or in one for which he is reason- 
ably fitted by training and experience. The unavail- 


1Colorado, Idaho, Kentucky, North Dakota, Pennsylvania, 
Washington. 

*Alabama, Maine, Massachusetts, Michigan, New York, Ohio, 
Washington, West Virginia, Wisconsin. 


ability of certain problem groups—students, pregnant 
women, and women who have left work to assume 
domestic responsibilities—receives special treatment 
in some state laws. 

Filing an unemployment insurance claim and reg- 
istering for work at a public employment office are 
demanded by all states, usually on a weekly basis, as 
evidence of continued fulfilment of the able-and-avail- 
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able requirement. Fifteen state laws! go beyond this 
and compel the claimant actively to seek work on his 
own initiative. Other states by administrative action 


1California, Connecticut, Delaware, Idaho, Maryland, Michigan, 
Missouri, Montana, New Jersey, New Mexico, North Carolina, 
North Dakota, Oregon, Washington, Wyoming. 


also require proof that the claimant is making inde- 
pendent efforts to obtain work. 

Nonavailability for work may be evidenced by re- 
fusal of work offered by the employment service. The 
relationship between the availability requirement and 


TABLE 2: NUMBER OF DISQUALIFICATIONS, BY ISSUE AND STATE, OCTOBER-DECEMBER, 1948 


Source: Social Security Administration 


Number of Disqualifications by Issue! 


State or Territory 


Total apne toe 
United States............ 231,684 108,535a 71,977 
J ATG Ste Nk nie oe ar 4,969 1,352 2,904 
CANS sR RS 606 248 299 
PNPEASINGH'.) (28). bisics sicdgrs adv «iad 1,094 599 231 
REANIOREMA Kc wince, ersisinee 2 24,906 12,191a 7,969 
Woloraday Noi ie. eee es 1,072 113 820 
GONMECHOHt ¢.2Gijou as ees 2,753 1,262 1,021 
Delaware SRS Pee ae eee 440 99a 151 
District of Columbia........ 761 315 271 
TURES Mac ig Pa ean 1,876 395 865 
DC ee nee 4,846 2,232 1,805 
nt ike eae 322 209 93 
Illinois ciate Res a 3 os 8 a 24,946 17,613 3,022 
(ES SERRE Cee ae 3,913 927 1,525 
LN, ee aor 1,567 : 423 822 
SORMNASA aE, t, 1,531 969 310 
Hentuckyyitire.). field gids 1,030 579 188 
Louisiana Cob. a ere 2,335 803 748, 
BUN MRRO ME Pre a acs ecace svsim 2 1,197 458 384 
LN USSF rls lee es a oa 4,704 2,185 1,040 
Massachusetts.............. 15,772 7,090 6,141 
Michigan oe eee ee 16,134 4,782a 7,587 
Minnesota.......... 2,911 641 1,497 
Mississippi................. 1,236 569 263 
ROSS a 8,397 1,967 4,590 
POONMEROEOG os crete 843 163 80 
Nebraska, of 0 2000.) 4ihale. 376 Q27 85 
en hi A 914 130 839 
New Hampshire............ 859 Q17 501 
INEMSUCISCy.. sian eee 7,361 4,658 1,486 
New Mexico)... ..5.4.- 827 107a 162 
IER, oie peectevscir! vie xe $4,374 20,458 7,670 
North Carolina........ 3,986 2,399a 1,146 
North Dakota........ 81 45 20 
UP. Sa i ra 12,334 2,924 3,671 
Oklahoma Re tae ae 1,382 963 142 
Sorepomien ts. 288 1s... wile aed 1,156 811 196 
Rennsyivania. ..).5 sich oe», 13,386 5,430 $,515 
Rhodewsland.;........-526: 2,352 1,157 §22 
South Carolina............. 8,653 1,340 1,384 
South Dakota.........-.-.. 97 85 8 
EMMESSER. Nici cca e epee oes 5,837 4,560 630 
ae ee ee EN 3,374 810 2,093 
TAS 3 See ee 909 340 254 
EIORROTIL, ANG, Cir ate hy« dhl’ 252 121 80 
USOT ae) Re ge aoe ie 2,020 624 892 
Missbington)», 71.1. i. ose. 2s 3,488 1,890 1,153 
WestiVirginia... 5). 4.5 ei 1,882 546 750 
MOTT hs 1,889 467 802 
MV OENING sy. Bin ec Seve: = 130 69 51 
anrreeE, 2eat. SHORES , Wi LLOGIL: b 142 23 82 
USS ee one eee 162 0 117 


1Reflects only action at the lowest level. Effect of appeals not shown. Excludes 
labor dispute and receipt of other remuneration. E : 

*The able-and-available status is an eligibility requirement and not strictly a 
disqualification. It differs from the other issues in that the denial is terminated as 
soon as the condition of ineligibility changes. 5 . aah: 

3These percentages merely relate the total number of disqualifications imposed 
to the number of new insured claimants. They do not represent the proportion of 
all insured claimants who were disqualified since the base excludes individuals whose 
insured status was established in a prior quarter; 7. ¢., continued claims, and indi- 
viduals for whom this was not the first spell of unemployment during the benefit 
year, i.¢., additional claims. The ratios of disqualifications to all insured claimants 


Disqualifications| Average Weekly 
as ew | Insured Unem- 
Claims with 


ployment as % 


Suitable Work | Misconduct Other Wo eer es ears 
20,345 22,303 8,524 20.2 3.0c 
103 610 0 37.8 2.9 
15 44 0 20.5 3.0 
173 68 23 ay Ee 2.4 
1,903 1,801 1,042 15.1 6.3 
71 Ci}. el | ee eae 31.8 1.0 
165 236 69 14.5 2.7 
89 99 Q 23.3 2 
81 94 0 23.5 13 
270 329 17 18.0 3.3 
67 742 0 33.2 Ae | 
5 10 5 7.0 1.8 
1,724 1,673 9146 47.5 2.2 
313 719 429 16.6 A Me 
133 189 0 33.4 1.0 
70 147 35 31.2 1.4 
64 183 16 7.9 2.8 
457 827 0 22.0 2.1 
123 217 15 18.9 4.8 
468 697 364 25.6 1.9 
594 1,118 834 23.8 3.8 
848 2,182 785 22.3 2.0 
260 335 178 23.6 1.6 
280 114 10 20.5 2.8 
3874 1,324 142 80.8 2.6 
87 5 8 15.3 153 
12 45 7 15.6 0.7 
13 28 4 11.5 $3.3 
62 79 0 29.3 5.2 
454 813 0 14.9 3:3 
24 SAP lal Mere ahs 31.4 rer 
4,717 1,055 ATA 18.6 5.3 
96 280 65 17,2 2.6 
12 2 2 9.3 0.7 
1,800 1,825 2,614 34.2 13s. 
178 99 0 24.5 2.3 
57 66 26 4.4 4.3 
2,903 1,538 0 15.9 1.9 
479 194 0 12.7 6.4 
97 832 0 87.4 2.6 
0 4 0 12.0 0.6 
173 ATES) WIE. dd 27.0 4.8 
168 303 0 80.4 0.8 
80 59 176 18.8 3.3 
18 33 0 a I Deere 2.5 
186 SUS y il Aeon 14.0 1.5 
137 275 33 9.1 5.2 
92 342 152 14.8 21 
324 215 81 16.9 1.1 
8 0 4 15.9 0.6 
13 24 0 4.9 n.d. 
5 40 0 4.0 n.d. 


would be considerably lower, especially on the issues of unavailability and suitable 
work. Such a measure, however, is not available. _ \ , 

alncludes 2,119 ineligibility determinations on issue of seeking work: 978 in 
California, $ in Delaware, 715 in Michigan, 36 in New Mexico, and 887 in North 
Carolina. 

bDisqualifications imposed under the poe that an individual shall be in- 
eligible for benefits if he has been allowed his full weekly benefit amount for 
of twenty-six weeks, and has not had at least three weeks of work since the first of the 
twenty-six weeks. . 

cExcludes Alaska and Hawaii. 

n.a.Not available, 
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the refusal of suitable work disqualification is thus 
often very close. Different administrative policies in 
handling borderline cases may partly explain state 
variations in able-and-available and _ suitable-work 
ratios. 


EFFECT OF VOLUNTARY LEAVING 


All states require a worker to have good cause for 
voluntarily leaving work if he is not to be disqualified 
for unemployment insurance benefits. Good personal 
reasons for quitting were considered sufficient in all 
but a few of the original laws. In 1948, in seventeen 
states! the reason for quitting had to be connected 
with the work or attributable to the employer for the 
claimant to be exempt from disqualification. This 
narrowing of the definition of good cause has had the 
general effect of boosting the voluntary-quit disquali- 
fication ratio in these seventeen states. During the last 
quarter of 1948, for every 100 new insured claimants, 
there were 4.4 voluntary-leaving disqualifications in 
the thirty-four states without the attributable-to- 
employer clause, and 10.3 such disqualifications in the 
seventeen states with it. However, the different 
grounds for imposing this disqualification do not 
wholly explain the different ratios. 

The period of disqualification for voluntary leaving 
is a specified number of weeks in twelve states, a 
variable number of weeks in twenty-nine states, and 
for the duration of unemployment or longer in eleven 
states.? Five of the states with the last penalty require 
a given amount of employment or wages for the work- 
er to requalify for benefits. Benefit rights are can- 
celed or reduced because of the voluntary-quit dis- 
qualification in sixteen states. (See Table 1.) 

The disqualification for voluntarily leaving work 
without good cause often overlaps with the availabil- 
ity requirement or with the group of disqualifications 
gathered under the heading “other.” For example, 
twenty-six states make particular mention of preg- 
nant women or women whose unemployment is owing 
to marital obligations,? and ten states hold unavail- 
able or disqualify students during school attendance.* 
In these states, the number of voluntary-quit dis- 

1Alabama, Arizona, Colorado, Connecticut, Delaware, Georgia, 


Hawaii, Iowa, Massachusetts, Michigan, Minnesota, Missouri, New 
Hampshire, North Carolina, Ohio, Texas, and West Virginia. 

Florida is counted twice here because of its double penalty of one 
to twelve weeks and the full period of unemployment plus earnings 
equal to ten times the weekly benefit amount. 

*Disqualifications or denials due to pregnancy: Alabama, Alaska, 
Connecticut, Maryland, Massachusetts, Michigan, New Hampshire, 
North Carolina, Washington; due to marital obligations: Kentucky, 
Montana, Nevada, Ohio, Oklahoma, Wisconsin, Wyoming; and due 
to both reasons: Hawaii, Idaho, Indiana, Minnesota, Nebraska, 
North Dakota, Oregon, Utah, South Dakota, West Virginia. 

4Alabama, Connecticut, Idaho, Indiana, Montana, Nebraska, 
Nevada, North Dakota, South Dakota, Utah. states— 
South Dakota, Vermont and Wisconsin—scrutinize the wage credits 
of any individual attending school and pay no benefits on wages 
earned during part-time or vacation work. 


qualifications shown in Table 2 may understate the 
number of persons who would have been disqualified 
for voluntarily leaving work had it not been for such 
special provisions. 


DISCHARGE FOR MISCONDUCT 


The disqualification provisions regarding discharge 
for misconduct follow a pattern similar but not iden- 
tical to that for voluntary leaving. The seriousness 
of the misconduct often determines the length of the 
postponement period, with aggravated or dishonest 
or criminal misconduct carrying heavier penalties in 
twelve states.} 

Ten states disqualify for a specified number of 
weeks, thirty-six states for a variable number of weeks, 
and six states, including Florida with the double pro- 
vision described in the previous section, for the 
duration of the unemployment or longer. The claim- 
ant’s benefit rights are canceled or reduced in sixteen 
states (see Table 1) ? 

The charge has been made that in some states the 
definition of misconduct has been extended to in- 
clude workers who are unable to fulfil the require- 
ments of a job. The Advisory Council® takes issue 
with this interpretation, asserting that failure to per- 
form adequately in a job is most commonly owing to 
inadequate training, poor placement, and other in- 
adequacies attributable to both management and 
worker. To deny benefits because a worker cannot 
measure up to criteria established by the employer 
under conditions primarily controlled by the employer 
is, in the council’s opinion, to deny benefits to many 
whose unemployment can in no sense be considered as 
voluntarily incurred. 


REFUSING SUITABLE WORK 


All state unemployment insurance laws disqualify 
benefit claimants who refuse suitable employment 
without good cause, but the severity of the disquali- 
fication and the definitions of suitable work vary con- 
siderably among the states. The Federal Unemploy- 
ment Tax Act requires that the states accept certain 
reasons for the refusal of jobs as justifiable in order 
to qualify under its tax offset provisions. Thus in 
every state a benefit claimant may not be penalized 
for refusing new work under the following conditions: 
(1) if the position is vacant directly due to a labor 
dispute; (2) if, as a condition of being employed, he 
would be required to join a company union or resign 
from or refrain from joining a bona fide labor or- 


1Alabama, Illinois, Indiana, Kansas, Maryland, Missouri, 
Nebraska, New Hampshire, North Carolina, Ohio, South Carolina, 
Tennessee. 

*The additional penalties for aggravated misconduct are excluded 
from this count. 

*The Advisory Council on Social Security to the Senate Committee 
on Finance, “Recommendations for Social Security Legislation,” 
Senate Document No. 208, 80th Congress, 2d Session, pp. 176-7. 
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ganization. In addition, a claimant may refuse new 
work without being disqualified, if the wages, hours, 
or working conditions are substantially less favorable 
than those prevailing for similar work in that par- 
ticular locality. 

Many state laws have added their own criteria of 
suitability to these minimum federal standards. These 
include the degree of risk to a claimant’s health, 
safety, and morals; his physical fitness and prior 
training, experience and earnings; the length of his 
unemployment and his prospects for securing local 
work in his customary occupation; and the distance 
of the available work from his residence. 

The duration of the suitable-work disqualification 
is a specified number of weeks in ten states, a variable 
number of weeks in thirty states, and for the period 
of unemployment or longer in twelve states. Re- 
employment or earnings are necessary in six states 
for the worker to requalify for benefits. Benefit rights 
are canceled or reduced by seventeen states as an ad- 
ditional penalty under the refusal-of-suitable work 
disqualification. In Michigan, this penalty applies 
only when the job refused was offered by the last em- 
ployer or any base period employer and it cancels the 
benefit rights based on the wages from such employer. 
(See Table 1.) 

Differences among states in statutory provisions 
regarding suitable work appear to have a significant 
effect on the variations in the ratio of disqualifications 
in this category. There is evidence, however, that 
they are not the sole explanation. 


HOW ABOUT A STRIKE OR LOCKOUT? 


Some sort of a labor-dispute disqualification is pro- 
vided in every state unemployment insurance law, 
although comparable statistics on this disqualification 
are not available. There are so many differences in 
terminology that it is difficult to summarize the 
principles underlying such disqualifications except 
to say that all the provisions attempt to deny bene- 
fits in the case of unemployment resulting from most 
disagreements in the labor field. Seven states? ex- 
clude lockouts and five states* exclude disputes arising 
from the employer’s failure to conform to the pro- 
visions of a labor contract or a labor law. Usually, 
a worker is not disqualified unless the labor dispute is 
in the establishment where he was last employed. 

Labor-dispute disqualifications in general deny the 
claimant benefits for the duration of the stoppage 
or while the controversy is in “active progress.” 
Two states, however, provide for a definite period of 
disqualification—New York for the waiting period 


1Florida is once again counted twice. Its double penalty for refusal 
of suitable work is one to five weeks and the full period of unemploy- 
ment plus earnings equal to ten times the weekly benefit amount. 

2Arkansas, Connecticut, Kentucky, Minnesota, Mississippi, Ohio, 
West Virginia. 

3Arizona, Arkansas, Montana, New Hampshire, Utah. 


plus seven weeks or less if the controversy is ended 
before then; Rhode Island for the waiting period plus 
eight weeks. 

All but three state laws—Alabama, New York and 
Delaware—include one or more types of escape 
clauses in their labor dispute disqualifications. In 
other words, even though an individual’s unemploy- 
ment may be owing to a labor dispute, in general he 
may not be disqualified for benefits if he can show 
that he and others of the same grade or class of 
workers were not participating in, financing, or di- 
rectly interested in the dispute. 

In addition to the disqualifications of particular 
groups mentioned in the section on voluntary leaving, 
twenty-nine states impose special penalties for mis- 
representation or fraud to obtain benefits. These 
penalties involve cancellation of benefit rights in 
eighteen states! and may result in reduction of bene- 
fit rights in five more states.” They are in addition to 
provisions in most laws for recovery of benefits paid 
in error or their deduction from future benefits and/or 
imprisonment for misrepresenting or concealing facts 
concerning employment and earnings. 


ISSUES RAISED 


Considerable disagreement exists on the whole sub- 
ject of disqualifications, but the point about which 
most of the controversy revolves is the severity of 
the penalties imposed. As stated in the introduction, 
it is often argued that unemployment which origi- 
nates out of an individual’s own actions cannot be at- 
tributed to such actions for more than a specified pe- 
riod of time. Those who expound this philosophy 
admit that it is impossible to determine the exact 
point at which unemployment ceases to result from 
a disqualifying act and becomes attributable to the 
lack of suitable job opportunities A maximum of six 
weeks was recently suggested as appropriate by the 
Advisory Council.’ The disqualification period should 
be sufficiently long to discourage workers from be- 
coming voluntarily unemployed and to prevent abuse 
of the system. 

Many persons still hold that the only effective way 
to accomplish these purposes is to deny all benefits 
to a worker whose unemployment arose initially from 
a disqualifying act. They also believe that the addi- 
tional penalties of cancellation or reduction of bene- 
fit rights are necessary to induce workers to keep or 
accept jobs. Such provisions, however, may mean 
that the individual who is disqualified is not only 
denied benefits for unemployment resulting from a 
disqualifying act but is also denied benefits in sub- 


IDelaware, Florida, Indiana, Kansas, Maine, Maryland, Michigan, 
Mississippi, Missouri, Nevada, New Hampshire, New York, North 
Carolina, North Dakota, Texas, Virginia, Wisconsin, Wyoming. 

2Idaho, Kentucky, Minnesota, Vermont, Washington. 

’Except for a disqualification based on fraud or misrepresentation. 
The Advisory Council, op. cit., p. 177. 
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sequent spells of unemployment when the propriety 
of benefit payments may not be open to question. 
The Advisory Council condemned the intent and 
effect of the reduction and cancellation provisions 
and suggested that they apply only when the dis- 
qualification arises from fraud or misrepresentation.! 
One other point which has caused a good deal of 
dispute is the clause contained in seventeen state vol- 
untary-leaving disqualifications, limiting good cause 
to good cause attributable to the employer. Some 
‘Ubid., p. 176. 


June, 1949 


groups feel that the states should be required to com- 
pensate for unemployment arising when a worker 
move to a new locality for the sake of his own health 
or that of his family, or when he leaves one job to 
accept an offer of work which is later withdrawn. All 
members of the Advisory Council agreed, however, 
that benefits paid to persons who leave jobs for per- 
sonal reasons should not be counted for experience- 
rating purposes. 
Miriam Civic 
Division of Business Economics 


ITO —-Yes or No? 


F ITS calendar permits, the Congress will, in the 
near future, decide whether the United States will 
adhere to the Charter for an International Trade Or- 
ganization which its representatives signed at Havana 
on March 24, 1948, with fifty-two other nations. 

“The Charter,” in the words of a Congressional re- 
port, “is a formidable document. Its 106 articles and 
16 annexes run approximately 30,000 words. Thus it 
is about twice as long as the Charter of the United 
Nations together with the Statute of the International 
Court of Justice, and more than four times as lengthy 
as the Constitution of the United States with all its 
amendments” (and several times as complicated, the 
authors might well have added). 

This review summarizes only the more important 
arguments which have been developed by both pro- 
ponents and opponents of ratification, and makes no 
attempt to cover all the points which have emerged 
on either side.’ It is designed primarily to facilitate 
understanding the points at issue. A bibliography 
for more detailed study is appended. 


LONG AND COMPLEX 


Because the Charter is so long and complex, no 
summarization of its contents is attempted. Instead, 
a conspectus of the principal chapter and subchapter 
headings, as well as a direct quote from the Charter’s 
statement of purposes in Article 1 is included. Neither 
the “feel” nor content of the Charter can be compre- 
hended short of actual perusal of its text. 

The United States has been the prime mover in 
the present attempt to codify and regularize interna- 
tional economic relations. This aspect of United 
States commercial policy is to be found initially in 
the free trade philosophy of the Reciprocal Trade 
Agreements program. The conviction that freer mul- 
tilateral trade is essential was also expressed through 


1This is especially true in respect to arguments which are based 
on a particular phraseology employed at specific places in the Charter. 


our adherence to the Atlantic Charter, to the Inter- 
national Monetary Fund and to the International 
Bank for Reconstruction and Development. 

In the Havana Charter, the entire mechanism of 
international economic relations which falls beyond 
the purview of the Fund and the Bank is taken up 
(plus a little bit more, say the critics) . 

It is universally agreed that the Charter stands or 
falls by the action which the United States will take. 
Of the other fifty-two nations concerned, only Aus- 
tralia has ratified, with the proviso that it will take 
effect only after United States ratification. The fifty- 
one remaining nations have not as yet taken any par- 
liamentary steps. This “wait and see” attitude results 
from the fact that the United States is primarily re- 
sponsible for the Charter’s existence, as well as be- 
cause this country is now economically the most in- 
fluential in the world. 

Although its history can be traced previously, the 
Charter first appeared in its present general form as 
a “Suggested Charter for an International Trade Or- 
ganization” in the spring of 1946. It was prepared 
by interdepartmental committees of the United States 
Government. Negotiations among interested coun- 
tries were thereafter carried on under United Nations 
auspices. 

The first work on the American draft took place 
in London in the fall of 1946. The revised document 
which emerged was discussed at Lake Success in 
early 1947. Later that year, this so-called “New York 
draft” was again revised at Geneva.! The “Geneva 


1The sessions at Geneva were carried on simultaneously with the 
negotiations for the General Agreement on Tariffs and Trade. This 
agreement was concluded as a result of multilateral tariff and trade 
policy bargaining among twenty-three nations. Many critics of the 
Havana Charter charge that GATT, as the agreement is known, 
incorporates undesirable features of the Charter, particularly those 
relating to the powers of the nations as a group. These, under GATT, 
are called the “Contracting Parties,” and it is claimed that, if the 
ITO does not come into being, its counterpart exists in GATT. 
(The ITO is to take over all GATT functions, if ratified.) 
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draft” was then taken to Havana in November, 1947, 
and the document in its present form was completed 
there. 

As the prevailing political atmosphere of the world 
has changed from the optimism which accompanied 
the founding of the United Nations to the more dire 
climate of the North Atlantic Pact, the Charter itself 
has undergone many changes. This has raised the 
question of whether the Charter is more or less neces- 
sary and feasible today than when its involved career 
began. 


The Arguments Against 
1. Full Employment 


Many of the opponents of the Charter lay stress 
on its provision that members of the ITO undertake 
to maintain full employment at home. They contend 
that this undertaking commits a nation to the type 
of governmental economic policy which leads to state 
interference with private enterprise, inhibits the best 
and most productive use of available resources, and 
serves as an open invitation to steps in the direction 
of socialism. The term “full employment” touched 
off violent debate in connection with the “Employ- 
ment Act of 1946,” which was passed only after the 
phrase had been deleted. 

Further, it is stated that full employment policies, 
as usually understood, involve inflationary measures 
and exchange controls which are themselves produc- 
tive of economic disequilibriums. 


2. Economic Reconstruction 


Provisions for economic reconstruction and develop- 
ment of backward and devastated areas are also under 
fire. Too many underdeveloped countries, it is 
claimed, seek to solve their problems by rapid indus- 
trialization without a proper appreciation of methods 
and consequences. Rather than modernize their ag- 
riculture and more effectively exploit indigenous re- 
sources, it is said,.industrialization, regardless of the 
existence of markets or the availability of materials 
and skills, is looked on as a panacea. 

To this end these nations have had written into 
the Charter all manner of exceptions enabling them 
to engage in protectionist devices.? This, it is said, 
will bring on an era of restrictionism. In effect, in- 
dustrialized nations will have to stand by and see 
their trade discriminated against. The end product 
will be more tariff walls, import quotas and exchange 
controls than before. 


3. International Investment 


The subject of international investment is covered 
in the chapter on underdeveloped countries. Critics 


Articles 2, 3, 5 and 6. 
*Especially Articles 13, 14, 15. 


maintain that the policies outlined for encouraging 
and safeguarding investment are inadequate and will 
not promote a freer and larger flow of international 
investment, since too much leeway is allowed to the 
receiving nation. There is fear that the United States 
would be required to supply help “on call.” 


4. Commercial Policy 


It is pretty well agreed that the chapter on com- 
mercial policy, longest and most detailed of the Char- 
ter, contains, in the opening portions of its various 
sections, clear statements prohibiting various forms 
of discrimination and restrictions. There are many, 
however, who maintain that immediately after such 
provisions there are so many exceptions provided that 
the opening statement is in effect negated. 

A. The provisions for all-round most-favored-na- 
tion treatment? are criticized chiefly because existing 
preference schemes, such as the British Imperial Pref- 
erence system, are specifically excepted—thereby per- 
petuating existing evils. The article encouraging tariff 
reductions* among members (as well as the most-fav- 
ored-nation clause) is to a large extent opposed by 
arguments similar to those used against the reciprocal 
trade agreements. Namely, unlimited, most-favored- 
nation treatment is extended to nations which may 
have made no equivalent concessions to the United 
States. It is also claimed that tariff reductions have 
already gone too far and we are not getting equivalent 
concessions. 

B. Some of the sharpest attacks relate to the sec- 
tion on quantitative restrictions.* Exceptions to the 
ban on such restrictions are permitted when certain 
products, chiefly agricultural, are in excess or deficient 
supply. Other exceptions relate to restrictions which 
may be imposed when a member is in balance-of- 
payments difficulties. This is followed by provisions 
for the nondiscriminatory application of such restric- 
tions; and, further, for discriminatory restrictions un- 
der certain circumstances. By this sequence, say 
critics, the ban on quantitative restrictions with which 
the section starts becomes meaningless. 

Balance-of-payments questions are also taken up in 
the earlier “full employment” sections. It is main- 
tained that one article> here may be interpreted as 
causing the United States to make adjustments for its 
“persistent maladjustment,” because of its current ex- 
port surplus, rather than placing the burden on those 
countries which have the corresponding import sur- 
pluses. 

C. The Charter specifies that state trading enter- 
prises shall be conducted according to general com- 


1Article 12. 
2Articles 16, 17. 
3Article 17. 
4Articles 20-24. 
Article 4. 
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mercial practices rather than with political ends in 
view. Critics maintain that this is scarcely possible 
of enforcement, as well as unrealistic. 

D. Provisions on general commercial policy? are 
admittedly helpful in many cases. Yet there is dis- 
sent on the grounds that undesirable changes in 
American regulations (i.e., certain aspects of customs 
valuation) are involved. 


5. Cartels 


The section on restrictive business practices,® the 
cartel section, is called weak and ineffective. It does 
not specifically outlaw cartels. Opponents maintain 
that methods of dealing with complaints are drawn 
out and obligations by member nations to take reme- 
dial actions are not clear cut. 


6. Intergovernmental Agreements 


Provision for intergovernmental commodity agree- 
ments* (for primary products, mostly agricultural) 
are attacked as encouraging the formation of cartels 
and cartel-like practices between governments which 
many American critics regard as even less desirable 
than private cartels. 


7. Voting and Organization 


An over-all consideration buttresses the above ar- 
guments at many points. This has to do with the 
structure of the two governing bodies of the Organiza- 
tion.’ In the Conference, where final authority rests, 
the United States has only one vote out of fifty-three. 
This is deemed insufficient protection for the premi- 
nent trading position of the United States. In the Ex- 
ecutive Board, which is the continuing administrative 
body, the United States will have only one vote out 
of eighteen. Eight seats with one vote each, on this 
board, are to go to the nations with the largest share 
of international trade, and it is further objected that 
the United States is not specifically named. 

These criticisms are deemed important because 
the decisions which the ITO will have to make on 
interpretations, recommendations, disputes and prac- 
tical policies will be determined by the results of vot- 
ing in the Conference and Executive Board. It is 
feared that the United States, with only one vote, 
will have to assent to policies which are to the interest 
of various special groups of countries—underdevel- 
oped countries, countries in balance-of-payments dif- 
ficulties, countries wishing to exclude United States 
competition, etc. The fear is that such groupings 
are in a position to gang up on the United States and 


TArticles 29-32, 
Articles 33-39. 
3Articles 46-54. 
*Articles 55-66. 
'Especially Articles 74-81. 


OBJECTIVES OF THE HAVANA CHARTER 


“For the Purpose of 


“Realizing the aims set forth in the Charter of the 
United Nations, particularly the attainment of the 
higher standards of living, full employment and con- 
ditions of economic and social progress and develop- 
ment, envisaged in Article 55 of that Charter. 

“To this end they pledge themselves, individually 
and collectively, to promote national and international 
action designed to attain the following objectives: 


“1. To assure a large and steadily growing volume 
of real income and effective demand, to increase the 
production, consumption and exchange of goods, and 
thus to contribute to a balanced and expanding world 
economy. 

“2. To foster and assist industrial and general eco- 
nomic development, particularly of those countries 
which are still in the early stages of industrial de- 
velopment, and to encourage the international flow of 
capital for productive investment. 

“3. To further the enjoyment by all countries, on 
equal terms, of access to the markets, products and 
productive facilities which are needed for their eco- 
nomic prosperity and development. 

“4, To promote on a reciprocal and mutually ait 
vantageous basis the reduction of tariffs and other 
barriers to trade and the elimination of discriminatory 
treatment in international commerce. 

“5. To enable countries, by increasing the oppor- 
tunities for their trade and economic development, 
to abstain from measures which would disrupt world 
commerce, reduce productive employment or retard 
economic progress. 

“6. To facilitate through the promotion of mutual 
understanding, consultation and cooperation the 
solution of problems relating to international trade 
in the fields of employment, economic development, 
commercial policy, business practices and commodity 
policy.” 

—from Article 1. 


to take advantage of all the exceptions and loopholes 
which the Charter contains. 


8. The ‘‘Superstate”’ 


A further argument develops out of the general 
ITO arrangement. This is the claim that the ITO 
sets up a superstate, by virtue of the various recom- 
mendations and rulings which it is empowered 
to make. It is claimed that the ITO has the power to 
plan international trade and to interfere with the 
sovereign rights of nations to determine their own 
economic policies. 

On a still more general level, the point is made 
that the ITO involves agreements between govern- 
ments, while trade relations, at least for private en- 
terprise, should be the prerogative of individuals. 
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It is also argued that by signing the Charter with 
its many exceptions to general rules, the United 
States officially gives implicit sanction to the legality 
of various restrictionist devices it has constantly 
fought. 


The Arguments For 


The argument for the Charter, as is inevitable 
with documents of this kind, rests more on broad 
objectives and over-all appraisal than on the detailed 
textual criticisms to which critics resort. In defend- 
ing their position, proponents must also seek to rebut 
specific objections of the opposition. 

Proponents concede that the Charter is not per- 
fect, but claim that, on the whole, it is a desirable 
and workable instrument, and the best agreement 
which can be obtained at the present time. 


1. Principles Formulated 
They deem it important that the Charter, for the 


CONTENTS OF THE HAVANA CHARTER 


Chapter and 
Seotion Title 


I. Purpose and Objectives 
II. Employment and Economic Activity 
III. Economic Development and Reconstruction 


IV. Commercial Policy 


Tariffs, Preferences, and Internal Taxation 
and Regulation 


Quantitative Restrictions and Related Ex- 
change Matters 


Subsidies 

State Trading and Related Matters 
General Commercial Provisions 
Special Provisions 


. Restrictive Business Practices 


. Intergovernmental Commodity Agreements 
Introductory Considerations 


Intergovernmental Commodity Agree- 
ments in General 


Intergovernmental Commodity Control 
Agreements 


. Miscellaneous Provisions 
. The International Trade Organization 
Structure and Functions 
The Conference 
The Executive Board 
. The Commissions 
The Director-General and Staff 
Other Organizational Provisions 
. Settlement of Differences 


. General Provisions 


first time, puts forward a set of objectives toward 
which international economic relations should move, 
despite the exceptions which follow each statement 
of principle in the various articles. It thereby puts 
on record, as agreeing with these principles, fifty-three 
nations which previously had no common rules of 
guidance. For the first time, they point out, interna- 
tional agreement on these issues has become possible. 


2. Negotiations Possible 


The ITO, it is said, provides a forum for the dis- 
cussion of policies, a place where conflicting methods 
and purposes may be reconciled. Heretofore, when 
a nation sought to institute measures which might 
injure another, it was free to go ahead. Under the 
Charter, it must ask permission of its fellow nations 
to see if its proposed action qualifies according to the 
rules the Charter sets up. Should it embark on a uni- 
lateral course of action despite the Charter, the in- 
jured members could bring the case before the ITO, 
and under its auspices an equitable adjustment could 
be attempted. The ITO provides a remedy whereby 
members may agree to suspend the privileges of 
a persistingly offending nation and commitments 
made to that nation. 


3. A Continuing Mechanism 


Furthermore, proponents say, the Charter provides 
a means of encouraging and making possible the 
achievement of equal treatment, reduction of tariffs 
and the end of preferences, and elimination of quan- 
titative restrictions. These goals, they point out, are 
in accord with American commercial policy, and the 
Charter sets up a continuing mechanism for their im- 
plementation. Further restrictions would require the 
consent of other nations. 


4. Private Enterprise 


Partisans of the Charter grant that the document 
does not, in itself, promote the furthe: growth of 
private enterprise in the world. They state that it is 
impossible to write a Charter on such a basis, and 
that the present document represents a meeting 
ground for the views of different economic systems 
which would otherwise tend to work at cross purposes. 
If the Charter helps the growth of free and expanded 
world trade this will provide the atmosphere neces- 
sary to encourage the furtherance of private enter- 
prise in other sectors of the world. 


5. Not One Sided 


Proponents do not feel that the obligations of the 
Charter are one sided. Of all the nations signing, the 
United States would have to make the least legislative 
changes in order to conform. They assert that all the 
escapes from the Charter are controlled, and that the 
United States will have a voice in ruling on them. 
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They add that the United States also had its quid 
pro quos. The provision that a tariff concession may 
be suspended if increased imports cause serious injury 
to domestic producers is a clause now being included 
in all our reciprocal trade agreements. Our country 
inspired permission for the use of quotas on agricul- 
tural imports when domestic production is restricted 
in order to maintain domestic prices above world 
prices. It also asked for the use of export subsidies on 
agricultural products, as well as permission for trade 
restrictions for national security reasons. 


6. Voting and Organization 


Supporters of the Charter do not give much weight 
to the “one-vote” criticisms. In rejoinder, they point 
out that no ganging up has arisen in the General As- 
sembly of the United Nations, in the General Con- 
ference of the United Nations Economic and Social 
Council, or in the International Civil Aviation Or- 
ganization, all organizations in which this country 
has but one vote. Permission to impose quantitative 
restrictions because of balance-of-payments difficul- 
ties is predicated on an International Monetary 
Fund’s finding of necessity and in that organization 
the United States has a weighted vote of 30% of the 
total. In negotiations and discussions about commodi- 
ties of which the United States is either a major im- 
porter or exporter, it is pointed out that we would 
thereby exercise a heavy de facto influence. In the 
Havana Conference itself, they add, the United 
States delegation succeeded in adding provisions 
which it alone sponsored. In any event, it is said, the 
membership will find itself divided along many lines 
of interest on any specific issue. 


7. The Charter’s Role 


The Charter, it is claimed, is an adjunct to the suc- 
cessful functioning of the International Monetary 
Fund, the International Bank for Reconstruction and 
Development, and the European Recovery Program. 
The ITO, by helping to establish international sta- 
bility and a system of free, multilateral trade will 
enable countries to earn the currencies necessary to 
repay loans by the Bank, and will enable them to re- 
balance their accounts so that their recourse to the 
Fund may be temporary. Further, since the Fund 
seeks to abolish exchange controls, the ITO is neces- 
sary in order to abolish the alternative: quantitative 
restrictions. It is also argued that the moves toward 
multilateral trade which our aid to Europe under 
ERP seeks to implement must continue after 1952 
if the program is not to fall short of its long-term 
objectives. 


8. ITO Powers 


Adherents of the Charter do not believe that the 
full employment provisions nor the sections providing 
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for assistance to underdeveloped countries imply that 
the United States must act contrary to its own will. 
Our country merely agrees, they say, to do its best 
in these respects in a manner consistent with its own 
laws. It does not “guarantee delivery” of anything; 
it simply undertakes to cooperate in these aims. 

As a result, adherents reject the notion that the 
ITO is a superstate. They maintain that its powers 
are, in the main, advisory and consultative. It has 
no legislative, judicial or executive authority. The 
ITO has no power, they maintain, to determine what 
any country may produce, or how much or what it 
shall export, or how much, or to whom, or what it 
shall import, or from whom. 


9. Cartels; State Trading 


They admit that the cartel provisions are weak, 
but point out that this is the first international agree- 
ment of any sort on discriminatory business practices. 
A similar point of view is held in respect to the pro- 
visions that state trading shall be on a commercial 


basis. 
* * 


* 


It is clear that each side approaches the Charter 
with a different implied major premise. Those in favor 
seem to feel that the Charter has established a meet- 
ing place for differing points of view, that these dif- 
ferences have been spelled out, and that this implies 
a strong possibility that a reservoir of good will and 
faith necessary to put it successfully into operation 
exists. 

Those who are opposed seem to feel that the Charter 
was emasculated as each nation sought to write in its 
pet policy, and that each tried to grab as many excep- 
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tions and privileges as it could. Therefore, there is 
a strong possibility that, in the future, each signatory 
will attempt to take as many advantages of the pro- 
visions as possible, and that the world will conse- 
quently drift into less rather than freer multilateral 
trade. 


SUMMARY 


If the Charter comes into being, say the proponents 
in effect, world trade can be promoted to higher 
levels, restrictions will be lessened, and thus more 
stable and prosperous national economies will result. 
Its opponents maintain that the Charter will en- 
courage restrictionism and selfish national economic 
policies; promote government interferences, both na- 
tional and international; and thus the evils of the 
Thirties will be perpetuated or intensified. 

If the Charter does not come into force, say the 
proponents, the door is open for unbridled economic 
nationalism; it will be difficult for positive hopes 
based on the Fund, the Bank and ERP to material- 
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ize; the opportunity to set up a code of international 
economic practice will be lost for a long time to come. 
To this, the opponents reply that nonratification will 
at least not give legal sanction to objectionable prac- 
tices and obligations; will not tie the United States 
to a code where freedom of action is traded for a set 
of undesirable rules; and will not close the door for 
new negotiations at a more propitious time. 
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Economie Notes 


Where the Money Comes From 


From the viewpoint of the economy as a whole, it may be 
noted that of the estimated $7 billion total of initial capital 
requirements by new trade firms during the 1945-1947 
period, about 63% was financed by the personal savings of 
the entrepreneur, 14% by bank loans, 8% by supplier credit, 
and about 11% by other loans, mainly from friends and 
relatives. The capital markets supplied only a very small 
proportion of these initial funds largely in the form of 
equity financing of new wholesale firms. Including the per- 
sonal savings of entrepreneurs, equity financing constituted 
over two thirds of the total sources of funds for new trade. 

It is further estimated that these firms initially expended 
more than $2.5 billion on new plant and equipment and 
$1.7 billion on inventories. The remaining $2.7 billion of 
initial capital was invested primarily in additional working 
capital and, to a lesser extent, in used plant and equip- 
ment. The outlays by new firms on new plant and equip- 
ment and inventories represent over 40% of the correspond- 
ing volume of investment for the universe of all trade firms 
both new and old—Lawrence Bridge, “Capital Require- 
ments of New Trade Firms,” Survey of Current Business, 
December, 1948. 


Government Enters into Medical Research 


“Competition in medical research is becoming more and 
more severe. Originally, this field was covered to a large 
extent by institutions of higher learning. Next the phar- 
maceutical companies undertook their own research and 
year by year have increased their expenditures and their 
efforts. The results have been amazing in their productivity. 
Therapeutic agents discovered during the past twenty years 
have revolutionized the practice of medicine. It is a shin- 
ing example of the workings of the free enterprise system. 

“Quite recently, the government has entered this field on 
a greatly expanded scale through an increase in its own 
facilities and by grants to others equipped to carry on such 
work. It is hoped that this new undertaking on the part 
of government will be controlled in such a way that it 
will not stifle the individual efforts which have contributed 
so much in the past.”—Annual Report, 1948, Sharp & 
Dohme, Incorporated. 


THE FRB INDEX OF PRODUCTION 


OCTOBER, 1948- APRIL, 1949 


PERCENT OF DECLINE ATTRIBUTABLE TO: 


Pap 
5g? 


PR 


NONDURABLE 
MANUFACTURES 


PRINTING 
AND PUBLISHING 


25.7 


MACHINERY 


JULY, 1929- JANUARY, 1930 


PERCENT OF DECLINE ATTRIBUTABLE TO: 


NONDURABLE 
MANUFACTURES 


TEXTILES 
AND PRODUCTS 
$2.0 


TEXTILES AND PRODUCTS 
MANUFACTURED FOOD PRODUCTS 
STONE, CLAY AND GLASS PRODUCTS 
TOBACCO PRODUCTS 


LEATHER AND PRODUCTS 


21.2 


TRANSPORTATION 
IPMENT 


EQui 
4 


8 


DURABLE 
MANUFACTURES 


DURABLE 
MANUFACTURES 


NONDURABLE 


STONE, CLAY 


MAY, 1937- NOVEMBER, 1937 


PERCENT OF DECLINE ATTRIBUTABLE TO: 
MINERALS 
0.3 


DURABLE 


RON 
avo sTEee MANUFACTURES 


TEXTILES 
AND PRODUCTS 
24.1 


THE DROP IN INDUSTRIAL PRODUCTION IN THE SIX MONTHS 
from the peak reached in October, 1948, totaled 16 index points, season- 
ally adjusted, as compared with 25 points in 1937, 14 points in 1929, 
and 6 points in 1920. In terms of percentage decline, the comparisons 
are quite different—in 1948-49, 8%; in 1937, 21%; im 1929, 12%; and 
in 1920, 7%. 


Machinery and textiles together make up more than half the decline 
in 1948-49. Iron and steel is conspicuously absent. In both 1937 and 
1929 this industry alone accounted for about a third of the drop. The 
most recent declines are not yet reflected in the iron and steel index. In 
1920, iron and steel actually increased in the first stages of the recession. 


Minerals play their most important part in the present break. While 
the drop in the component was sizable in the 1929 downturn, its influ- 
ence was almost imperceptible in the 1937 recession. Following World 
War I, mineral output like iron and steel actually increased during the 
early recession stages. 


One feature of the 1948-49°drop is sharply at variance with the two 
immediately preceding downturns. Nondurable goods are more im- 
portant in causing the present decline, while in both 1937 and 1929 
the durable goods groups accounted for a large part of the slump. In 
1920, nondurables again were more important. 
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WHAT WOULD 140, 150, 160 (FRB INDEX, SEASONALLY ADJUSTED) F R B INDEX AND STE E L PROD UCT ION 


imply—in terms of employment, personal income and steel output? 1935-1939 = 100 


AT 140—The index reached 140 for the first time in December, 1940. 
Employment in that month, including Armed Forces, excluding self- 
employed, (except agriculture), was 44.8 million. Personal income 
was $84 billion; in first-quarter-1949 dollars, it was 134.4 billion. Steel 
preduction: 70.5 million tons. 


AT 150—The index touched 150 for the first time in March, 1941. 
Employment was 44.3 million. Personal income: $87.9 billion; in 1949 
dollars: 139.5 billion. Steel production: 76.3 million tons. 


AT 160—This figure was first reached in May, 1941. Employment: 
48 million. Personal income: $92.2 billion; in 1949 dollars, 143.6 billion. 
Steel production: 75.5 million tons. 


ADJUSTED FIGURES—The historical relationship between (1) the 
FRB index and (2) employment, personal income and steel production 
had definitely begun to change as early as October, 1940. Also, there are 
seasonal factors in employment and a long-term drift in the relation- 
ship between the FRB index and employment. 


STEEL PRODUCTION 


Rough adjustments indicate what employment, personal income 40 r 80 
and steel production would have been had 1900-1939 relationships re- “at INDEX 
mained unchanged. The adjusted figures follow: 


Employment Personal Income Steel 
PRB Indez BIS Plus Agriculture! in 1st Quarter 1949 Dollars Production 
Millions) (Billions) (Millions of Tons) 
ohh Se ee 48.7 139.5 69.0 
eee eae a sinje.< Bidivins « wisie'w ne 50.4 147.1 74.5 
oe Se eee rer 52.1 154.8 79.9 


1The Census series as currently published runs about two million higher than this series. 


Prewar relationships have not yet been reestablished. Prewar pro- 
jections to the first quarter of this year show employment at 57.5 mil- 
lion; personal income at 176.4 billion in Ist-quarter-1949 dollars; steel 
production at 95.1 million tons. Whether prewar ‘“‘normals” will 
ever become postwar “‘normals”’ cannot now be determined. 
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Economics of the Wage Freeze—Il 


Wage Control in Germany 


A review of the German experience with a wage 
control program affords an opportunity to observe the 
effectiveness of regulation in an economy which was 
totally geared for war, as compared with an economy 
such as Canada, which was compelled to institute 
control sporadically after the start of hostilities. 


REE labor markets and wage rates ceased to 

exist in Germany long before World War II. 
Economic conditions that grew out of the First World 
War created the conditions which led to the develop- 
ment of a pattern of wage and price controls. 

The Briining government (1930-1932) was faced 
with the problem of increasing Germany’s export 
trade. Germany’s position had deteriorated relative 
to other countries which had devalued their currency. 
Briining attempted to improve the German position 
on the world market by reducing the prices and wages 
which had not been sensitive to the general decline.” 
The Fourth Emergency Decree of December 8, 1931, 
reduced prices in administered cartels by 10% of their 
June 30, 1931, level, established a price commission 
and lowered contractual wage rates by 10% to 15%.3 

The pre-Hitler governments of von Papen and von 
Schleicher (July, 1932-January, 1933) embarked upon 
an extensive recovery program based upon public 
works and deficit spending; they remitted business 
taxes and introduced other fiscal measures. While 
a policy of forced deflation was no longer being car- 
ried on, wage and price controls were retained, the 
government fearing an internal price rise. 

When the Nazis seized power in 1933, trade unions 
and employer associations were abolished. To pre- 
vent the collapse of the wage structure, which was 
based upon agreements among these organizations, 
an act was passed in May, 1933, which gave the 


1Canada’s wartime wage controls were studied in part I of this 
series, appearing in the April issue. Great Britain’s experience with 
wartime wage regulation will appear as the third in the series, 

*In view of Germany’s position as a debtor on international account, 
the principal task of the country was to create a surplus of exports 
sufficient to pay reparations and interest charges on debts contracted 
abroad. The job, therefore, was to lower internal prices below those 
of competing countries. 

‘Labor law in the Weimar republic was based upon the principles 
laid down by the federal constitution of August 11, 1919, and in some 
important acts. Under these regulations labor conditions were con- 
cluded on an industry-wide basis; contracts between employers and 
employees on an individual basis were prohibited. The power of the 
state as a conciliation force grew until official intervention in con- 
ciliation and arbitration procedure gradually prevailed over freely 
concluded agreements. 


Trustee of Labor! authority over all wages. From 
May, 1933, until January, 1934, wage agreements 
continued to function as they had under old union 
and employer agreements. On January 20, 1934, the 
Act for the Organization of National Labor estab- 
lished the foundation upon which employee-em- 
ployer relations rested. The interests of employers 
and employees were declared to be one. The state, 
under Nazi ideology, extended the concept of “natu- 
ral leadership” from Hitler down through the political 
hierarchy to the employer, who was now described as 
leader (Fiihrer) of the undertaking, and the employed 
as his followers (Gefolgschaft). The controls of mini- 
mum wages, hours of work, safety measures, etc., 
adopted under the Weimar republic, remained in 
force.2, What existed in 1934, therefore, was the old 
structure of wage and labor control, superimposed 
upon the new ideological relationship established 
between employer and employee, with final control 
resting in the hands of the labor trustee. All free 
collective bargaining processes were abolished. Mini- 
mum wage rates, called tariff orders, (Tarifodnung) 
were established replacing collective agreements. 
These wage orders, with only a few exceptions, were 
regional, not national, in application. They allowed 
for distinct regional variations of wage rates in similar 
industries.? Tariff orders were extended so that by 
the end of the war there were some 4,500 in existence, 
covering not only wage rates but such matters as 
holidays and payment of bonuses. 


FIRST NAZI STEPS 


When the Nazis took control in 1933, the nation 
was in the midst of an industrial depression. There 
existed a large fund of unemployed resources. More 
than 5 million persons were unemployed at the time; 
about one in every six persons in the labor force was 
idle. Industrial production was 33% lower than dur- 
ing the years 1928 and 1929, which was a period of 
relative prosperity. 


1Trustees of Labor, a group created by the law of May 19, 1933, as 
superseded by the law concerning the regulation of national labor. 
One trustee served in each of the twenty districts (originally 14) into 
which the country was divided. Their function was to coordinate 
control of wages and working conditions with the labor distribution 
problem. Trustees had the broad powers of dictating and enforcing 
conditions of work. 

2The New German Act of the Organization of National Labor,” 
International Labour Review, April, 1934, p. 471. 

3As a general rule, wages in Western Germany were above the 
Reich average; in general, wage rates were lower from northwest to 
southeast. 
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The period from 1933 to 1936 was essentially a 
rise from the depression, marked by the creation of 
jobs and increased industrial activity (see Table 1). 
Public works and other pump-priming measures ini- 
tiated by the pre-Hitler governments were expanded. 
The index of industrial production rose from 65 to 
106 (1929=100); gross national product (1928 
prices) rose about 138% and unemployment was 
greatly reduced. During this period, Hitler’s dual 
aims were that of reducing unemployment and de- 
veloping an armed potential. The available evidence 
indicates that expenditures for consumption and non- 
war types of investment by both individuals and gov- 
ernment reached a level comparable to the prosper- 
ous 1928-1929 period. Only 11 billion Reichmarks 
were spent for rearmament in the three-year period 
ending March 31, 1936, which was less than 3% of the 
total national output. The second phase of rearma- 
ment began with the record four-year plan in October, 
1936. Hitler’s policy of territorial aggrandizement 
was then being formed. The strategy developed by 
Hitler, keyed to a blitzkreig concept, was for arms in 
width not depth, so that at no time during any of the 
early phases of the war was the German economic po- 
tential strained.t 


FULL WAGE FREEZE 


By 1938, unemployment had been reduced to negli- 
gible proportions (see Table 1). Shortages of some 
types of skilled labor, which had appeared as early 
as 1934 in the metal trades, became more acute. To 
prevent competitive bidding by employees for the 
available labor resources, drastic wage regulations 
were instituted. On June 25, 1938, the labor trustees 
were ordered to fix, if necessary, maximum as well as 
minimum wage levels of existing contracts at current 
rates in the industries designated by the department 
of labor to prevent increasing wage rates and to sub- 
ject wages in their area to periodic reviews.” The 
building and metal industries were designated as the 
areas in which such controls were to be exercised. 
Although the wage-rate index remained relatively 
stable (see Table 2), at that time, employees con- 
tinued to bid for workers by offering increases in job 
grading, upgrading payments of insurance, housing 
and other nonwage incentives.* 

Germany entered the war with a well-developed set 
of wage controls. Its initial transition from a mili- 
taristic to an actual wartime economy, therefore, re- 
quired no marked change in the pattern of labor 
regulation. 

In September, 1939, two decrees were issued affect- 
ing control of wages. The trustees were now directed 
to fix maximum wage and salary levels and to regu- 


{Burton Klein, “Germany’s Preparation for War,’’ American 
Economic Review, March, 1948, p. 56. 

2 Reichsgestzblatt, 1938 I, p. 691. 

%Otto Nathan, “The Nazi Economie System,” p. 187. 
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late working conditions for all industries. In the in- 
terest of further stabilization of wages and costs, 
payments of overtime rates for hours worked in ex- 
cess of the basic eight-hour day, as well as for nights, 
Sundays and public holidays, were abolished. 

The available evidence indicates that these meas- 
ures tended in many cases to decrease output and 
create intense dissatisfaction. In November, 1939, 
partial restoration of overtime, Sunday and other 
similar pay, was introduced.t By September, 1940, 
payments of overtime rates for work over the eight- 
hour day were restored. 

By the end of 1941, the basic structure of the wage 
freeze had been established. Trustees of labor in- 
creased and reduced wages and salaries as the need 
arose, with no check from the department of labor. 
Wages up to that point had been firmly frozen. In 
1941, straight-time hourly wage rates were virtually 
only slightly higher than the 1933 depression low. 
(See Table 2.) 

During the first half of 1942, considerable pressure 
was placed upon the labor trustees by employers who, 
faced with declining productivity, fully agreed to de- 
mands for higher wages for their employees whose 
real wages had declined. This placed the burden of 
unpopularity and responsibility upon the labor offi- 
cials. Central Germany’s labor office announced 
that, because of the heavy load, they would consider 
applications for higher wages only once a year. 
Straight-time wages during this period rose an addi- 
tional 1%, 

In mid-1942, in an attempt to increase production, 
a general reform of the German wage structure be- 
gan with an attempt to change, as far as possible, the 
rate system from time to piecework. In the building 
industry, typical work processes were broken down 
and related to standard practices; a “negative bonus,” 
in the form of deduction from pay for subnormal out- 
put, was introduced. The metal and engineering 
trades changed rates and redefined groupings to yield 
eight grades instead of the customary categories of 
skilled, semiskilled and unskilled workers. The re- 
grouping of skill classifications assured timeworkers in 
the more skilled grades earnings above those of piece- 
workers at lesser grades. According to one authority, 
“the new scheme led to a maximal utilization of 
workers’ skills, which in turn resulted in increased 
production.”? Under this system, women’s wages 
were restricted to 75% of the time rates adopted for 
men, in order to maintain the wage differential be- 
tween men and women. 

From 1939, the period which marked the adoption 
of full wage-freeze regulations, to March, 1943, the 


1A Volkswirt statement of May 1, 1940, claimed that the restoration 
of overtime payments, etc., in November resulted from an increase of 
output. See H. W. Singer, “The German War Economy in Economic 
Periodicals,” Economic Journal, April, 1941. 

*John P. Umback, Monthly Labor Review, March, 1945, p. 511. 
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Table 1: German Economic Indexes, 1928-1938 


Source: Burton Klein, “Germany’s Preparation for War: 
A Reexamination”, The American Economic Review 
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index of average hourly earnings rose 9.9%. During 
the same period, weekly earnings increased by 12.3%. 
Real hourly earnings increased 0.7%; and real weekly 
earnings increased 3.1%.1 (See tables 3 and 4.) 

From 1943 to the end of the war, the system as 
adopted in prior years prevailed, with some minor 
modifications which allowed for wage increases. In 
most cases only comparatively small groups of work- 
ers were affected. Some concessions to increase effi- 
ciency were made in the wage rates of eastern workers 
who in general were regarded as inferiors, receiving 
wages far below those of the workers in the rest of the 
country and who were subject to greater restrictions 
regarding working hours. 

There is no indication that a breakdown of wage- 
control regulations occurred during the last few 
months leading up to the German defeat. The exist- 
ing wage-control program was adopted by the Ameri- 
can Military Government at the war’s end and served 
as a basis for the controls of wages instituted by 
them. 


LABOR CONSCRIPTION 


As early as August, 1934, the labor officers or Ar- 
beitsiémter were given exclusive authority to allocate 
labor, although this authority was not to any large 
degree exercised for Germans until the war. In De- 
cember, 1934, skilled metal workers were frozen to 
their jobs and no changes were possible except with 
permission of the labor office. The first step in the 
direction of labor conscription was taken by the intro- 
duction of the system of labor books in 1935. The 
labor books were a form of record and registration 
carried by each worker. They classified the worker 
according to industrial skill or occupation. In them- 
selves, they were not a means of conscription; rather, 
they served as a basis for the classification of workers. 
It made available to the German planners a mass of 


1The deterioration of quality of product, the disappearance of 
low-end merchandise and the existence of a real black market were 
factors not appearing in the index which tended to understate the 
rise in cost of living; also, there is evidence that a shifting of heavier 
be to less volatile items affected some statistical rigidities in 
e index. 


data which showed the size and composition of the 
labor force. 

The first preliminary conscription orders were pro- 
mulgated in 1935-1936. Compulsory service for 
youths of seventeen, and restrictions on the move- 
ment of unskilled workers and certain classes of 
construction workers were ordered. Nearly full em- 
ployment having been reached by 1938, more in- 


Table 2: Index of Average Straight-time Hourly 
Earnings in Germany! 
Source: International Labor Office 
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1Mines, industry, transport; mines and transport cover men only. 

Table 3: Index of Average Hourly and Weekly 

Earnings in Germany! 

Source: International Labor Office 
1939 =100 
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1Mines, industry, transport; mines and transport cover men only. 
*Includes Austria since 1938. 
aMarch, September and December only. 4 ‘ 
_bData are from Wirtschaft und Statistik (Berlin). Not strictly comparable with 
prior years. 


tensive effort was required to increase the working 
force. Labor conscription of a general nature was in- 
troduced in June of that year by the publication 
of the Decree for the Insuring of Man Power for 
Work of National Importance. This decree was is- 
sued in a more comprehensive form in February, 
1939. It was a blanket measure allowing for the 
conscription of any inhabitant of the Reich, irrespec- 
tive of age or sex, although excluding juveniles. Labor 
was conscripted under this order until the publication 
of a further order in 1943. 

No serious man-power problem existed for the first 
two and one-half years of war. The civilian labor 
force lost some 7.5 million men to the armed forces, 


June, 1949 


BUSINESS RECORD 241 


but 3.8 million prisoners of war and foreign civilians 
were absorbed into the labor force. Hand work and 
distribution supplied 3.2 million more, a large per- 
centage of the gap of 4 million persons. During this 
period about one quarter of a million persons, almost 
exclusively women, drifted out of the labor force;? in- 
dustry, therefore, had 1 million, or 10%, fewer persons 
than it had in 1939. However, during this period, 
there was a greater shift toward the war production 
industries. Industrial employment for war work in- 
creased from 22% in May, 1939, to 56% in May, 1942.? 
During 1943, however, the continued drain of man 
power from industry into the armed forces, the losses 
of man power and a realization of the consequences 
of the defeat at Stalingrad, coupled with the decreas- 
ing inflow of foreign labor, emphasized the need for 
fuller mobilization of man power. 

The far-reaching conscription measure of January, 
1943—registration of men and women for tasks of na- 
tional defense—came as a result of the above factors 
coupled with a need for increased production. It 
required the registration of all men between sixteen 
and sixty-five and practically all women between 
seventeen and forty-five. This was the only regis- 
tration of its kind required since February, 1939. 
As a result of this decree, an additional 3.5 million 
persons registered. This group was predominantly 
women. However, the evidence available indicates 


Table 4: Index of Real Average Hourly and Weekly 
Earnings in Germany! 
Source: International Labor Office 
1939 Purchasing Power 


Real Average | Real Average 
Hourly Earnings?|Weekly Earnings 
1939 =100 1989 =100 


ED aR 0 fo0 fs SHCA Leads a ands wipe a .0 93.5 
HTD. Sk SSS Oe cee ae ee sl 83.2 
Oo. coments Mibe gesiheercs ciara acrclait aie pal 86.9 
US) ET ee a, Oe se mL 87.9 
ELS gE Get RC ee nene oe ete 1 90.7 
MITC PGT Geis, chess tenors oie ee Wien sare 0 Bi 92.5 
RE IOT oes oie, we ic Sapte Sins deus,auaie’ s.0 0 97.0 
cer Ajit ols Seen ee ts Sees 0 100.0 
Ne ae ly weal Ds Leis acegsos satolib a} « .0 100.0 
UREDUMET Crier ors. oie. ace ie x ote ee sens 0 103.7a 
ED | Sa OS ene CE ae ee ae 1) 102.86 
PPASMUVIATOUNY, 5 cae ds 5 ag 00k eG yeie ays ee 2 : 103.16 


Mines, industry, transport; mines and transport cover men only. 
2Includes Austria since 19388. 
aMarch, September, and December only. 5 4 
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that this drive had small success, the net addition 
of women to the labor force being a few hundred 
thousand. (See chart.) 

The principal method used to redistribute labor 

1Jt is probable that the introduction of allowances for service- 
men’s wives induced the lower-paid women to withdraw from em- 
ployment. This tendency appears to have persisted until the middle 
of 1942.” “The Effects of Strategic Bombing on the German War 
Economy,” U. S. Strategic Bombing Survey, August 31, 1945, p. 31. 

2Tbid., p. 81. 


was not through labor conscription, but through the 
twin methods of concentration of industry and the 
“comb-out commissions.” Output was concentrated 
in the most efficient plants, which acted as agents of 
the closed-up plants, to which a portion of their out- 
put was transferred. This system allowed the closed 
firms to maintain their proportion of business con- 
nections. In January, 1943, all enterprises not di- 
rectly connected with the war were ordered closed 
down or concentrated. This “Stalingrad concentra- 
tion” netted something under 300,000 workers. 

The comb-out commissions took labor from non- 
essential industries as well as from industries which 
were not being concentrated and where there was 
maldistribution of labor. The commissions did not 
conscript workers in the formal sense. They gave 
lists of workers to local labor offices who ordered em- 
ployers to dismiss them. They were then automatic- 
ally free to go into another job. 


MOVEMENT OF LABOR 


Control of the mobility of labor was a necessary 
adjunct to the successful operation of a conscription 
program. This was provided by the decree restrict- 
ing changes of employment of September, 1939, as 
amended. It made change in employment subject to 
the consent of the labor offices. The decree made no 
distinction between war and civilian industry and al- 
lowed workers to change jobs even in war industries, 
without consent of the labor offices, upon mutual 
agreement between employer and employee. How- 
ever, in all cases, except agriculture and mining, con- 
sent of the labor office was needed for taking on new 
workers. Thus the worker who left his old job with 
the consent of his employer was subject to the control 
of the labor office and would be directed into such 
work as was deemed essential. Nevertheless, this 
was a real loophole in control, since it meant that 
workers were free to leave even essential occupations, 
if their employers raised no objection. This gap was 


Table 5: Average Hours of Work in Germany,! 
1929-1943 


Source: International Labor Office 
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slightly lowered by absence for sickness, holidays, etc. Territory before 1938. 
aData not strictly comparable with prior years. 
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finally closed by the decree of June 13, 1942, pro- 
hibiting all change of employment in the war indus- 
tries except on the order of the labor offices. 

Despite these regulations, there was considerable 
evidence of collusion between employer and employee 
to evade the controls. The labor office was often 
forced to sanction changes in employment after they 
had taken place and there is also evidence of a real 
black market in labor which avoided regular regis- 
tration and control. This was particularly true of 
foreign workers. However, the system of direction and 
control, taken as a whole, was undoubtedly effective, 
despite serious administrative bottlenecks that devel- 
oped through the increase in bureaucracy. 


WARTIME WAGE TRENDS 


German wage and hour statistics are incomplete, 
so that it is impossible to get a consecutive series 
from any single source. The International Labor 
Office data show a rise of 13% for average hourly 
wages from 1938 to March, 1943. Straight-time aver- 
age hourly earnings rose only 2%, indicating the 
effects of increased premium, bonus, and overtime pay 
upon earnings. Hours of work per week during this 
period increased only 1%, declining from the peak 
set in 1941. 

Additional evidence is supplied by the American 
Military Government, whose weighted average hourly 
earnings index for selected industries indicates a rise 
of 18.9%! from March, 1938, to March, 1944. Hours 
of work for male and female workers declined from 
48.2 hours per week to 46.2 hours in this period, al- 
though they rose only slightly from 48.4 hours to 
48.9 hours for males. Weekly earnings rose 17.2%. By 
either measure, wage rates remained low throughout 
the war. 

Although the Canadian wage series cannot be con- 
sidered strictly comparable, a valid comparison 
can be made between a German and Canadian series. 
The Canadian average hourly wage series rose 55% 
from 1939 to 1945. The German average hourly series 
compiled by the United States Military Government 
rose only 18.9%. 

The rise in earnings as indicated by these series 
is less in Germany than for either Canada or the 
United States. Wage incentives never became an im- 
portant part of the German war production scheme. 
Workers often operated under duress, and threats and 
violence were substituted for wage incentives. In 
terms of real earnings, the position of the worker 
was even less favorable. The official index indicates 
that real weekly earnings increased only 3% from 
1939 to 1943. Since the rise in the cost of living was 
understated to a significant degree, much of this in- 


1The difference from the International Labor Office series may be 
accounted for in part by the difference in time covered, but more 
particularly by the inclusion in the ILO sample of nonindustry 
workers at lower pay. 
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crease in real wages was mere illusion. Forced savings, 
increasingly high tax rates and frequent “voluntary” 
contributions to various National Socialist causes, 
coupled with a system of social insurance whose de- 
ductions for a high-paid worker in 1942 amounted 
to about 30% of his income, left the worker with a de- 
creasing take-home pay. 


LESSONS OF GERMAN EXPERIENCE 


We have seen that the Nazi government instituted 
a series of wage-control measures designed to supple- 
ment a program of price controls. It is important to 
remember that controls existed primarily because 
Germany’s financial leaders, even in pre-Hitler Ger- 
many, were haunted by a fear of inflation. This, 
rather than ideological purposes, was responsible for 
the institution of anti-inflation controls.* 

1. Unlike the other nations under review, Ger- 
many entered the war with a complete pattern of 
wage and labor controls; also, unlike other nations, its 
civilian labor force reached its peak of about 40 mil- 
lion in 1939, before total war had developed, and 
declined thereafter. 

2. The basic indicator of the effectiveness of wage 
freeze is the amount of increase in straight-time wages. 
Straight-time hourly earnings in Germany rose over 
2% from 1938 to 1943. The average hourly earnings 
index, which is affected by increases in straight-time 
earnings plus increases in overtime work, increases in 
premium pay, shifts to higher paying industries, ete., 
rose 18% from 1938 to March, 1943. Weekly earn- 
ings, which are affected by all the factors affecting 
average hourly earnings plus increases in hours of 
work rose approximately 16% in the same period. 
Hours of work increased about 1% from 1938 to 
1943. It is evident that control of wages successfully 


1The experience of the wild monetary inflation of 1919-1923, when 
the exchange value of the mark depreciated from 2.08 to the dollar 
on January, 1919, to over one trillion marks to the dollar in Decem- 
ber, 1928, was a constant specter in the minds of the German planners. 
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fulfilled its purpose, holding down the size of the 
nation’s wage bill. 

3. A factor in the success of the wage freeze pro- 
gram was the lack of total effort in mobilization of 
available labor resources. “Germany entered the war 
with a ‘guns and butter’ philosophy which was con- 
tinued well after her initial defeats in Russia.” This 
lack of total effort can be seen when German mobil- 
ization after 1939 is compared with British. 

Britain in September, 1943, at the peak of mobiliza- 
tion, increased her working force by some 2.5 mil- 
lion (despite a stationary total population) or a 12.5% 
increase over the 1939 figure. (If war losses are added 
the figure becomes 2.8 million or 14%.) The German 
figures show that the total gainfully employed native 
population (prewar area) had an increase of about 
1 million between 1939 and the peak in 1943, not in- 
cluding war losses other than losses through air raids. 
The whole of the German increase of 800,000 men 
and 200,000 women can be accounted for by the natu- 
ral increase in total population of working age over 
the period. The entrance of 6 million foreign laborers 
and prisoners of war into the labor force increased the 
total of native and foreign workers gainfully occu- 
pied by 7 million or 17%. 

The difference in total native man power mobilized 
by Britain and Germany is not due to Germany hay- 
ing already completely mobilized all her available 


“The Effects of Strategic Bombing on the German War Economy” 
Over-all Economic Effects Division, The United States Strategic 
Bombing Survey, p. 9. 


manpower resources in 1939. German statistics indi- 
cate that over 50% of the total population of 79.4 
million was employed. This was a higher proportion 
than in Britain or the United States at that time. 
The size of this figure, however, is due entirely to pe- 
culiarities of German statistical method. The 1939 
census indicates that with a total agricultural popu- 
lation of 14.9 million, 10.9 million or 73% are returned 
as occupied; this figure includes more than the whole 
agricultural population, age 14 and over. Of the 
10.9 million, more than half are included as unpaid 
family helpers; furthermore, another bias is indi- 
cated by equal distribution of the total in the case of 
men and women. 

“Tf both the agricultural population and agricultura! 
employment are excluded from the figures, the per- 
centage of gainfully occupied of the [German] popu- 
lation age 14 and over in 1939 was no higher than that 
of Britain in the same year. In both countries, it 
amounted to 85% of the male population and 35% 
of the female population. The degree of labor mo- 
bilization in 1939 was therefore no greater in Ger- 
many than in Britain.”4 

A further indication of the lack of total labor mo- 
bilization effort in Germany is that in the late stages 
of the war, when British women in the labor force in- 
creased by 45%, the number of German women re- 
mained almost unchanged. The number of domestic 

(Continued on page 249) 


IN. Kaldor, “The German War Economy,” the Manchester School 
of Economic and Social Studies, September, 1946, p. 29. 


TABLE 6: MOBILIZATION OF MAN POWER IN GREAT BRITAIN AND GERMANY, 1939-1943 
Source: United States Strategic Bombing Survey 
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1939 1943 1939 
Index, 1959 =100 Actual Actual Index, 1989 =100 Actual 
168.5 3,106 6,863 118.8 5,778 
101.8 5,530 19,227 104.4 18,419 
100.4 1,113 11,301 100.7 11,224 
93.7 873 903 117.9 766 
129.0 1,385 3,879 134.0 2,894 
86.2 232 206 89.2 231 
93.6 1,273 1,799 110.8 1,624 
79.4 654 1,139 67.8 1,680 
64.7 10,477 10,757 71.8 14,969 
55.4 1,310 1,256 49.6 2,534 
65.8 1,754 WE 76.2 2,769 
67.0 1,444 1,833 74.1 2,475 
69.6 2,887 2,156 62.9 3,428 
75.6 1,882 1,959 89.8 2,181 
41.7 1,200 1,442 91.2 1,582 
909.9 557 9,600 685.7 1,400 
115.5 19,670 46,447 114.5 40,566 
91.8 18,000 25,546 91.4 27,942 


1Jron and steel and their products, nonferrous metals and their products, machinery, transportation equipment (aircraft, tanks, ships and vehicles), electrical products, in- 


struments, optical goods, chemicals and petroleum products. 
2German 


agricultural employment includes “unpaid helping family members” who numbered 5.8 million in 1939. 
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Business Highlights 


USINESS barometers and sentiment continue 
downward. New orders of manufacturers were 
down 12% from a year ago in the first quarter of this 
year, and the impact of this reduction is beginning to 
show in the curtailment of production schedules. 

The declining propensity to spend is one of the 
causes of the economy’s trouble. Everyone—consumer, 
retailer, wholesaler and manufacturer—tends in times 
like these to wait for lower and lower prices. 

Up to now, the price readjustment has not been 
very drastic. The decline has been slow and orderly, 
averaging for wholesale commodities less than 1% a 
month between August, 1948, and April, 1949. What 
troubles business is: “How far and how long?” 

There is an impressive number of business observ- 
ers who are confident that the present recession will be 
neither long nor severe. They cite the still large de- 
mand for housing, consumer goods and _ industrial 
equipment; large national income and savings; the 
vast network of government support; government 
spending and the pump priming that can be done if 
need be; the impatience of consumers who have de- 
ferred their buying; and the possibility of a more 
vigorous selling effort by business. Many of these 
observers believe that the adjustment will be com- 
pleted in 1950, with industrial production off not 
more than 25% and unemployment held down to 
about 4.5 million. 


WARS AND PRICES 


Another group of analysts, fewer in number, cite 
historical records to show that every great war has 
produced sharp upswings in prices, which, in turn, 
have been followed by precipitous price declines to 
lower levels. These observers point out that all 
commodities climbed 110% between August, 1939, 
and August, 1948, and have fallen only 7.4% between 
August, 1948, and April, 1949. Other factors cited are 
cost rigidities, the cumulative effect of lessened spend- 
ing and lowered factory employment, the psycho- 
logical impact of recession, and the inability of gov- 
ernment “to offset a 20% decline in consumer spend- 
ing.” In other words, this school can see no end to 
the adjustment over a short term. Thus far, con- 
sumer spending, in the aggregate, has held up exceed- 
ingly well. 

Sales in the automotive group of retail stores suc- 
ceeded in sustaining the aggregate dollar volume for 
all retail sales in the four months ended April at the 
same level as a year earlier, according to estimates 
of the Department of Commerce. Sales of these re- 


Sales, Stocks and Outstanding Orders of 
296 Department Stores 
Source: Federal Reserve 


Millions of Dollars 


° 1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 


Note: Data for stocks and orders are for end of month. 


tailers, on a seasonally adjusted basis, ran 13% ahead 
of last year in the first quarter of this year. For 
April, the year-to-year increase widened to 18.4%. 
While new-car sales were heavy, those of parts and ac- 
cessories were running behind last year. All other 
major groups except drug stores experienced lower 
sales during April than a year earlier. 

Stores retailing building materials, hardware and 
jewelry in the first quarter experienced a dip in sales 
of about 6% from a year earlier. Also sales of the 
“other retail” group, which includes liquor stores, 
were down 5.8% from a year earlier. The decline in 
sales of housefurnishings which began last fall carried 
over into the first quarter when sales dropped 2.3% 
below year-earlier levels. Other declines were more 
moderate. Business done by eating and drinking 
places and by the general merchandise group (includ- 
ing department stores, mail-order houses and variety 
stores) ran only about 1% lower in the first quarter. 

In April, however, sales began to drop sharply 
below a year ago. Dealers in building materials and 
hardware (group includes farm implements) were 
hit especially hard, with sales dropping 14%. Fewer 
houses are being built and of that number there 
are more of the “economy” variety in which equip- 
ment is reduced to a near minimum. Small home- 
owners also spent less on modernization, maintenance 
and repair. Sales of housefurnishings fell almost 11%. 
Jewelry stores experienced about the same drop as 
consumers decided to “wait and see what happens.” 
(See Table 1.) 

In the nondurable goods group of stores, sales dur- 
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ing the first quarter were running only 0.4% behind 
year-earlier volume, as increases in sales of apparel, 
drug and food stores and filling stations almost offset 
declines in the business done by eating and drinking 
places, general merchandise stores and the “other re- 
tail” group. 

Moderate declines in the first quarter became 
steeper in April. The general merchandise group, 
which accounted for nearly 18% of the dollar volume 
in the nondurable category, experienced a cut of 7.4% 
(seasonally adjusted) from year-earlier levels. This 
group, of course, includes department stores and mail- 
order houses, so some allowance must be made for 
the drop in sales of “big-ticket” items such as house- 
furnishings and other consumers’ durable goods.1 
“Other retail” stores experienced about the same per- 


1The Federal Reserve Board estimates seasonally adjusted depart- 
ment stores sales 4.2% below a year ago in April. But sales of major 
household appliances in 248 stores were down 47% in April and 
40% for the four months ended April 30. 


Table 1: Monthly Sales of Retail Stores 


Source: Department of Commerce 
Percentage Change 


Indexes, Adjusted Season- 
ally (1985-1939 =100) 


Millions of Dollars 
(Unadjusted) 


Group 


1948 to | 1948 to | 1948 to 
April, | 1st 3rd | 1st 4th 


All retail stores........ Oo] +.6] +3. oy 

Durable goods........ .6| +3.8] +6. 9 

Automotive......... 4) +13.0}+28. 6 
Building material and 

IBATUWATC 15150 fe 25 ws .2| 6.1} -15. 0 
Housefurnishings.. . . .5| -2.3] -11. 2 
Jewelry stores....... 7 -6.6] -8. 6 

Nondurable goods. .... 8} —.4] 42. 4 
EM EIATCL a sci ote’ sigieiels .2| +1.4/+16. 3 
Drug stores......... 7] +.6} +2. 8 
Eating and drinking! 

IBCESE oreo exejn —).5| =1.0| -2.8 2.5 
Food group......... +.3] +1.0} +2.6 —.4 
Filling stations. ..... +0.8) +1.4 -.6 +.1 
General merchandise. a 0} +3.5 -6.1 
Other retail......... 6.2 8] 6.4 -8.5 


Table 2: Steel Ingot Production Rate by 
Selected Districts 
Source: Iron Age 
Percentage of Capacity 


Date Pitts | Chicago 


Youngs- | Phila- 
pee rps Buffalo 


delphia 


5 


January 4....... 100.0 | 99.0} 94.0 : 105.0 
February 8..... 101.0 | 101.0 | 94.0 : 105.0 
March 8........| 104.0 | 100.0 95.0 0 105.0 
AY Gye. (2. yess 101.5 99.0 94.5 0 105.0 
ee 101.0 | 101.0 94.5 0 105.0 
ee 100.0 | 101.0 94.5 0 104.0 
1 | te ee 101.0 99.5 94.0 0 104.0 
oe 98.0 | 101.0 94.0 0 104.0 
a ies 97.5 | 100.0 92.0 0 101.0 
a Oe ee ee 97.0 | 100.0 92.5 0 98.5 
Ce ie Cee 97.0 99.0 99.5 0 98.5 
Sb heen ei 90.0 99.0 90.5 .0 98.5 
JUNOT TP. aes. 84.5 97.5 86.0 0 104.0 


Table 3: Construction Contracts Awarded 
Source: F. W. Dodge Corporation 
Thousands of Dollars 


= 


hai a 
Month 1949 1948 eve 1947 ace 

Wantaryepee as 482,984 | 615,206 | -21.5 | 571,628 | +7.6 
February. 568,467 | 681,967 | -16.6 | 442,197 |+54.2 
Mirehiat oe 747,619 | 689,763 | +8.4 | 596,755 |+15.6 
April 842,586 | 873,882 -8.6 | 602,338 |}+45.1 
May.... 880,344 | 970,789 -9.3 | 674,657 |+43.9 

Five months’ total|3,522,000 |3,831,607 | ..... 2,887,575 | ..... 
JUNOT yee eens 986,198 Fe. 605,070 |+54.6 
JAY ere cone ee 962;685 | a5. 660,254 |+45.8 
AugustyeniGe eis.) Weeds hb 854,091 | ..... 823,216 | +3.8 
Septembers 2355.0 oa (62:1 00 Ri 649,996 |+17.3 
QOctober=. 74 Se ote W2S:006° Vier. 793,286 -1.9 
INoveniber?sassee| tassin 6LLS16: aces 715,108 | -14.5 
December's... otal totic 694,023 | ..... 625,363 |+11.0 


centage drop in sales as did the general merchandise 
group, although the dollar volume is about one third 
less for the former group. 

Allowance should be made for declining prices at 
the retail level in appraising these changes in dollar 
volumes—particularly April decreases from a year 
earlier of 3.2% for the apparel group and 1.7% for 
food stores. THe CoNnrerRENCE Boarp’s consumers’ 
price index for April for all items was at 161.3 (Janu- 
ary 1939=100), or only 0.6% below a year earlier. 
But foods had dropped 3.7% and clothing 4.7%. 

During the first four months of this year, nondur- 
able goods accounted for about 71.5 cents of every 
dollar spent at the retail level, against about 72.7 
cents last year and a monthly average of 75 cents in 
1939. 

April automotive sales account for about $1,920 
million, or 58% of the total for the durable goods 
group of stores, as compared with 48% a year earlier 
and about 53% in 1939. Building materials and hard- 
ware, the second largest group, account for about 
24% of total sales in the four durable goods groups 
compared with about 30% in 1948 and about 26% 
in 1939. 

Sales have been greater, relative to disposable in- 
come, since the end of the war than they were in the 
prewar period. Revision is now well under way, 
with automobiles one of the few major groups which 
have not yet begun to revert to prewar proportions. 


DEPARTMENT STORE ORDERS 


Department stores seem not to be contemplating 
any change in their conservative buying policy. 
Their inventories are now about two and one-half 
months’ supply—which is about what they were be- 
fore the war. Even so, there is some feeling among 
store managers that their stocks of hard goods are too 
large. For some stores, inventories of washing ma- 
chines, refrigerators and other major appliances were 
20% above last year, for others as much as 100%. 
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According to authoritative sources, appliance sales 
were roughly about 45% below a year earlier. 

Outstanding orders of 296 of the larger department 
stores as reported by the Federal Reserve show con- 
siderable contraction. At the end of April, this group 
had $236 million outstanding orders against $310 
million a month earlier and $356 million in April, 
1948. In fact, they were below a monthly average of 
$264 million for 1942 and far below any month since 
then. (See chart.) 

A rough idea how far orders have fallen, can be 
made by adjusting volumes for price changes. The 
wholesale price level for nonfarm and nonfood prod- 
ucts averaged 148.8 in April, 1949, against 95.5 (BLS 
1926—=100) in 1942, an increase of 56%. After ad- 
justment for price changes, outstanding orders by the 
end of April, 1949, amounted to only $149 million in 
1942 dollars, or not very far from the lowest point on 
record. 

Data on outstanding orders of department stores 
are available only since 1940. From a monthly aver- 
age of $108 million that year, these commitments tem- 
porarily stabilized around $530 million in 1943. Mer- 
chants made strenuous efforts, especially in 1945 and 
in 1946 to assure themselves of ample supplies under 
uncertain delivery conditions. Their commitments 
reached a peak in July, 1946. Thereafter until June, 
1947, they resorted to more cautious buying. 


EYES ON PRICES 


May turned out to be another month of gradual 
decline in prices for industrial raw materials. The 
index of wholesale prices of raw materials was at 
217.5 on June 1 (BLS August, 1939=100) 15.2 index 
points, or 6.5% below a month earlier. The drop in 
nonferrous metals was outstanding. Lead declined 
to 12 cents a pound, 44% below the all-time high of 
21.5 cents which prevailed from November, 1948, to 
March, 1949. Zinc dropped to 11.7 cents, or 36% 
below the postwar high point, which was maintained 
through March 22. A decline of one cent to 17.5 
cents brought the price of copper 25% below the 
postwar high reached in August, 1948, which con- 
tinued through April 13, 1949. 

In contrast, seasonally higher prices of the agricul- 
tural groups caused the weekly wholesale price index 
(BLS 1926=100) to rise fractionally between May 3 
and May 24. During the final week of May, how- 
ever, the impact of sharply lower prices for spring 
wheat (Kansas City quotations were below $2 a 
bushel for the first time since 1946) brought a down- 
ward turn to the farm product index. 

The decline in wheat prices is readily understand- 
able. In Dallas, on June 3, trucks lined highways 
in “mile-long parades leading to grain elevators” as 
farmers sought to get wheat in under government-loan 
storage at prices as much as 22 cents a bushel above 


the current market price. Acreage planted in wheat 
was the largest on record and the crop is expected to 
be the second largest we have ever had. 

In the textile group, the price of cotton, the basic 
raw material, still holds close to 32 cents a pound. 
But textile product prices have dropped sharply, in- 
dicating that manufacturers’ operating margins are 
being squeezed. Print cloth, for example, was quoted 
at 12.9 cents a yard on June 1 this year, as against 
15.8 cents for the 1948 year end and 19 cents a yard 
at the beginning of June last year—a year-to-year 
drop of 32%. Cotton prices dropped only 15%. 

The industry continues to operate at low levels. 
Mill consumption of cotton for April was the lowest 
for the month in almost a decade. Some observers 
expect a pickup in quotations before the fall because 
of rapidly dwindling stocks of finished goods in the 
hands of distributors. 

But inventories of dry goods held by the sample of 
ninety-nine wholesalers amounted to $68.8 million at 
the end of April, or 15% below a year earlier, accord- 
ing to the Bureau of the Census. At the same time, 
however, the stock-to-sales ratio stood at 254, as 
against 220 in 1948 and 211 in March, 1949—indicat- 
ing wholesalers still have ample stocks at their dis- 
posal. No squeeze, therefore, between manufacturer 
and retailer is in early prospect. 


STEEL OPERATION vs. MILL PRICING 


The impact of the f.o.b. mill pricing system is 
having a telling effect on new orders for steel in dis- 
tricts such as Pittsburgh. The national rate of pro- 
duction of ingots and steel for castings as scheduled 
for the week starting June 6 was at about 89% of 
capacity. This was three points below the preceding 
week and about thirteen points below the high point 
reached last March 14. In the Chicago area, the rate 
was 97.57% of capacity against 84.5% for Pittsburgh, 
a spread of thirteen points as against only two points 
a month earlier. Some of this difference must be 
attributed to a strike and furnace repairs in the Pitts- 
burgh area. Iron Age allows about three points for 
these factors (see Table 2). For the most part, the 
drop in orders and backlogs accounted for most of 
the difference. New orders for iron and steel and 
their products, for example, were 25% below a year 
earlier in the quarter ended March, 1949, according 
to the Department of Commerce. 


THE CONSTRUCTION PICTURE 


A sizable increase in public construction put in 
place more than offset a 6% decline in private con- 
struction, so that new construction activity in the 
aggregate ran about 3% above a year earlier during 
the five months ended May, 1949. Early this year, 
the Commerce Department and the Department of 
Labor jointly estimated construction put in place at 
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$18,750 million, an increase of 6.1% over the dollar 
volume put in place during 1948. 

These same government agencies estimated that 
new construction would total $8,075 million in the 
first half of 1949. During the first five months ended 
May, 1949, new construction aggregated $6,602 mil- 
lion. In order to reach the Commerce-Labor estimate, 
it would only be necessary for the June volume to 
total $1,473 million. Last June it amounted to $1,616 
million. 

In light of the sharp rise (40%) in public con- 
struction for the five months ended in May, it appears 
likely that the volume of new construction will ex- 
ceed $6.6 billion in the first half of the year. Public 
construction put in place has shown advances in 
nearly every category. 

The estimate of $10,675 million for the second half 
of the year may not be reached in view of a drop 
of nearly 8% in contracts awarded in the five months 
ended in May, 1949. as compared with a year earlier 
(see Table 3). 


Residential Building Lagging 

Residential building activity especially is not hold- 
ing up to official expectations. Early this year, the 
departments of Commerce and Labor estimated resi- 
dential building starts this year would lag only about 
10% behind last year. But contracts awarded for 
new houses in the thirty-seven Eastern states ran 
about 17.5% behind a year earlier in the five months 


ended in May, according to the F. W. Dodge Corpora- 
tion. There is similar evidence of decline in other 
sections of the country. In Los Angeles county, for 
example, nearly 26% fewer units were started than 
during the first four months of 1948. 

About 240,000 dwelling units, or enough housing to 
accommodate 740,000 persons, have been completed 
in Los Angeles County since V-J day. During the 
same period, the population increased by about 500,- 
000.1 At first glance, it would appear a housing sur- 
plus exists in this area. But a shortage of housing 
prevailed before V-J day and no surplus is evident 
as yet. 

However, the average number of starts in the four 
months ended April, 1949, has been 55% greater than 
the average number started in the 1939-1940 period. 


RENT DECONTROL EXPANDING 


The easing of the housing situation in southern 
California is typical of many other areas and is prov- 
ing a factor in rent decontrol. Nebraska recently 
became the first state to free itself of rent control, 
and action is‘under way in other states. In Florida, 
the legislature is favoring state decontrol except for 
four counties. Wisconsin, Alabama and Texas are 
also expected to take action soon. 


Wiu1aM B. Harrer 
Division of Business Economics 


1Monthly Summary, Security First National Bank of Los¥Angeles. 


A Real Fiscal Problem 


DEFICIT of $3 billion for the fiscal year begin- 
A ning July 1 has been forecast by Congressional 
fiscal experts. More than $24 billion out of a $42 
billion budget are fixed or relatively fixed expendi- 
tures, according to the Bureau of the Budget, while 
the task of increasing revenues is a difficult one in 
existing circumstances. This, in a nutshell, is the 
fiscal problem facing the Federal Government at the 
present time. 

Moreover, if present spending plans materialize, 
larger deficits can be expected in future years, assum- 
ing no very substantial increase in revenues. Even 
the $3 billion deficit now estimated for the fiscal year 
19501 under the present tax setup takes no cognizance 
of any additional outlays above those shown in the 
budget, such as the proposed arms aid to European 
countries. 

1This amount is more than $2 billion above that estimated by the 


President in his budget—the deficit upon which he based his request 
for additional taxes, 


The President himself has said that “it must be 
recognized that expenditures in the fiscal year 1951 
are likely to be larger than those for 1950. Expendi- 
tures for national defense can be expected to rise 
substantially above the level estimated for 1950. We 
cannot expect any material decline in our interna- 
tional responsibilities. We must face squarely the fact 
that we foresee a deficit in the fiscal year 1950 under 
existing tax laws, even without any allowance for new 
military aid, and that even higher expenditures will 
probably be required in future years.” 


THE REVENUE SIDE 

The Federal Government relies primarily on indi- 
vidual income and corporate profits taxes. Any de- 
cline in either is sooner or later reflected in federal 
revenues. The estimated $3 billion deficit for the 
fiscal year 1950 contemplates a lowered level of eco- 
nomic activity and a resultant decline in receipts. 
The Staff of the Joint Committee on Internal Revenue 
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Table 1: Analysis of 1950 Expenditures as Reflected 
in the 1950 Budget 
Source: Bureau of the Budget 
Millions of Dollars 


Item 1950 Expenditures 


‘Total‘asper budget’... tater: ate terest 41,858 
Less noncontrollable items: 
Estimated expenditures from 
Authorization to expend nonappropriated funds.| 1,332 


Appropriations for 1951 available in 1950....... 80 

Obligated balances of prior-year appropriations..| 6,547 

Unobligated balances of prior-year appropriations 86a 
Grants to'states™= ©. 7. eee eo eee 1,323 
Bixed charges: }).jeis a... dente s cand aes cee 8,977 


Appropriation to liquidate contract authorization.| 3,036 

Veterans Administration: readjustment benefits..| 2,118 

Public works: going projects!................-- 966 
Remainder of budget (controllable items).......... 17,565 
1Coyers Atomic Energy Commission, Veterans hospitals, Bureau of Reclamation 


and Corps of Engineers. 
aExcess, deduct. 


Taxation, which prepared the revenue estimates, has 
assumed a personal income level of $212 billion for 
the current calendar year and an annual rate of $198 
billion for the first half of 1950. In 1948, personal 
income totaled $214 billion. 

For estimating corporate income-tax collections, a 
level of corporate profits of $29 billion was assumed 
for 1949, about 10% below 1948 profits. Regarding 
the business outlook, the staff of the Joint Committee 
has pointed out that “the lower level of business ac- 
tivity was assumed . . . only after consultation with 
a number of outstanding economic analysts, both in 
private business and in the government. The assumed 
decline is moderate and does not take into consider- 
ation the effect of any sizable increase in government 
expenditures above the-level forecast in the January 
budget, nor any possible increase in tax rates.” 

The Treasury has not revised its estimate of fed- 
eral revenues that appeared in the budget presented 
last January. This estimate placed receipts for the 
fiscal year 1950 at $41 billion as compared with the 
more recent estimate of $38.9 billion by the Joint 
Committee Staff. The President’s budget figure, pre- 
pared about the middle of last December, was based 
upon a personal income of $215 billion for the cal- 
endar year 1949 continuing at an annual rate, through 
the first half of 1950. 

With expenditures for the fiscal year 1950 placed 
at $41.9 billion, the President’s budget estimated a 
deficit of $900 million. 

In explanation of the absence of revised Treasury 
estimates of revenue, a spokesman for the Treasury 
stated before the Senate and House Committees on 
Expenditures in the Executive Departments that the 
usual practice is to prepare estimates of federal re- 
ceipts twice a year—for the President’s January 
budget and his budget review usually in August. 
This official has indicated that a period of five to six 
weeks is required for revenue estimating, since about 


sixty-seven different tax sources are examined and a 
thorough analysis is required of the many factors af- 
fecting business conditions. 


THE EXPENDITURES SIDE 


Taking the Staff estimate of $38.9 billion for re- 
ceipts and the Budget Bureau expenditure estimate 
of $41.9 billion, a deficit of $2.9 billion is arrived at. 
Assuming a desire to avoid deficit financing with a 
$252 billion debt, the government can either at- 
tempt to increase revenues or cut expenditures. Con- 
gress has shown no disposition to increase tax rates. 
Thus far, it has done little in cutting the President’s 
appropriation requests for the fiscal year 1950. In 
some instances, larger sums have been granted. On 


Table 2: Major Expenditures from Obligated 
Balances of Prior-year Appropriations in 1950 
Source: Bureau of the Budget 

Millions of Dollars 


Agency and Account Amount 
Economic Cooperation: Foreign assistance........... 1,435 
Veterans Administration: Salaries and expenses...... 112 


National Military Establishment: 
Department of the Air Force: 


General expenses... 7} Jct es eee eee 200 
Construction of aircraft and related procurement 178 
Department of the Army: 
Assistance to Greece and Turkey............... 120 
Hinance Service:..i\ 5). seers aint). a pee 230 
Quartermaster'Seryice. of meee ons as Seco ee aso 306 
Transportation Services nares Hack nies oe 100 
Engineer! Service, .. spies doe Manan de aye oie ce 141 
Ordnance services and supply................ ; 257 


Department of the Navy: 


Bureau of Ships: Maintenance................. 178 
Naval stock fund............... 128 
Naval working fund... ah : 125 
PA VIBGION ON Ae Sen, 5s PAS ieuttainnoih + cop stnue fiasco ele 195 
Construction of aircraft and related procurement 105 
Civil functions: 
Hospital and domiciliary facilities... .......... 140 
Government and relief in occupied areas......... 313 
Treasury Department: 
Strategic and critical materials................... 103 
AlVothier 28s cot haan ete: came oteaga ee are : 2,181 
Totaly, ac. k try cose 2 Tata ee es on 6,547 


balance, the net reduction has been small. Re- 
cently, over-all percentage cuts have been most fre- 
quently mentioned as a means of securing a budget 
balance in 1950. 

A number of resolutions have been presented in 
Congress providing for reductions in appropriations. 
Senate Joint Resolution 94, sponsored by Senator Tyd- 
ings in conjunction with Senators O’Conor and Reed, 
would direct the President to cut appropriations for 
the fiscal year 1950 by 5% with the stipulation that no 
item be cut more than 20%. The Wherry resolution 
(S.J. Res. 97), co-sponsored by Senators Bridges and 
Ferguson, calls for a 5% to 10% cut in all appropri- 
ations in order to achieve a balanced budget for 1950. 
Here too, the maximum reduction for any item is 
limited to 20%. These proposals were combined in a 
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resolution approved by the Senate Committee on Ex- 
penditures in the Executive Departments. This reso- 
lution would direct the President to cut 5% to 10% 
from the estimated 1950 expenditures for the executive 
agencies, adhering to the 20% limitation. 

The question remains, however, as to what expendi- 
tures reductions can be applied. Out of the $42 bil- 
lion budget for the fiscal year 1950, only about $18 
billion is subject to reduction, according to the Bu- 
reau of the Budget.1. More than $24 billion is re- 
garded by this agency as fixed, or relatively fixed, or 
subject to certain limitations which preclude the pos- 
sibility of a percentage cut. Assuming that public 
works now in progress are continued, the so-called 
“controllable” expenditures total $17,565 million in 
this estimate. A 5% reduction in these outlays 
would effect a saving of about $878 million. Even a 
10% reduction would fall far short of bridging the 
$3 billion gap between expenditures and revenues 
now estimated for the fiscal year 1950. It is appar- 
ent that a 15% to 20% cut in the “nonfixed” group 
would be necessary to balance the budget. 

The fixed items referred to are shown in Table 1. 
The first item is an authorization to expand nonappro- 
priated funds or authorized borrowings amounting to 

1Testimony of F. J. Lawton, Assistant Director, Bureau of the 


Budget, before the House and Senate Committees on Expenditures in 
the Executive Departments, June 1, 1949. 


Table 3: Schedule of Fixed Charges for the 
Fiscal Year 1950 
Source: Bureau of the Budget 
Millions of Dollars 
Expenditures in 
Agency and Account 1950 out of 1950 
Appropriations 
Interior: 


Bureau of Reclamation: Colorado River dam fund, 
Boulder Canyon project: Repayment of advances 
from the Treasury, with interest (permanent, in- 
definite, special account). ............ee...000- s 

Treasury: 
Bureau of Internal Revenue: 
Refunding Internal Revenue collections (perma- 


ent mdennite) wn. testes. Some eerie 82a 

Woast Guard: Retired pay. .<2 ...5 6-98 ok. 13 
Federal Security Agency: Bureau of Employees 

Compensation: Employees compensation fund. .... 23 
Veterans Administration: 

Air Force, Army, and Navy pensions, etc......... 2,111 

Military and naval insurance.................... 4 

National Service Life Insurance appropriation. .... . 55 


Miscellaneous agencies: 
Civil Service Commission: 


Panama Canal Construction annuity fund....... 6 
Civil service retirement and disability appropri- 
UGE SS De Rie SA es eT ee, Snes gener 328 
Philippine War Damage Commission: Salaries and 
CEPCNGCS Ar sl ray Rodos a owe ines s 165 
Railroad Retirement Board: Railroad retirement 
appropriated account (annual indefinite)........ 716 
interest on the publie’debt< wc. ... eee vba dees 5,450 
1 UAC SE see ARs iy Ae i Sik UN ad 2 i eS Q1 
AVE eet de petit eae ge. be Pe 9 We oe ER 8,977 


aNet of refunds of receipts. 
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$1.3 billion Appropriations for 1951 available in 
1950 total $80 million. This sum includes grants to 
states under some of the Social Security programs. 
These grants are made in June so that checks may be 
sent out on the first of July. 

The $6.5 billion item for “obligated balances of 
prior-year appropriations” refers to goods and serv- 
ices ordered but not yet paid for. They are obliga- 
tions which will have been incurred by the end of the 
1949 fiscal year. A breakdown of this item is shown 
in Table 2. The excess of credits for “unobligated 
balances of prior-year appropriations” reduces expen- 
ditures by $86 million. This refers to certain revolving 
or procurement accounts. 

Grants to states total $1.3 billion. The item “fixed 
charges,” amounting to $9.0 billion, represents “major 
fixed charges on which there is no administrative con- 
trollability.” An analysis of these charges is shown 
in Table 3. The remaining expenditures are for liquid- 
ating contract authorizations, for veterans’ readjust- 
ment benefits, and for going public works projects. 
They total $6.1 billion. 

The adjusted total of $17.6 billion includes those 
items which are controllable according to the Budget 
Bureau analysis. The major expenditures for the 
fiscal year 1950 included in this total are the Euro- 
pean Recovery Program, $3.1 billion; the Depart- 
ment of the Air Force, $2.4 billion; the Department of 
the Army, $2.8 billion; Department of the Navy, $2.9 
billion; Veterans Administration for salaries and ex- 
penses, $746 million; and the Treasury Department 
$648 million. 


Bernarp Moss 
Division of Business Economics 

1Expenditures totaling $17.6 billion are controllable “with a 
qualification. The others are to a degree. Of course, no appropria- 
tion is uncontrollable in the sense that Congress can’t do something 
about it to change it. These are, you might say, the more controllable 
appropriations. They have less inhibitions against attempts to reduce 
them than the others. They are controllable in the sense that the 
others are less controllable, rather than the others are completely 
uncontrollable.”—F. J. Lawton, op. cit. 


German Wage Control 
(Continued from page 243) 


servants fell only from 1.6 million to 1.4 million in 
Germany, while in Britain there was a decline from 
1.2 million to .5 million in the course of the war. 
(See Table 6.) To the extent that Germany did 
not create great strains upon her labor resources the 
pressures for increases in wages were reduced. 


Martin STOLLER 
JcsEPH S, ZEISEL 
Division of Business Economics 
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Trends in Consumers’ Prices 


ONSUMERS’ prices in mid-April remained at the 
same level as a month earlier. THE CONFERENCE 
Boarp’s index now stands at 161.3. Although the price 
of food and housing increased over the month, the 
declines in the price of clothing, fuel and housefurn- 
ishings were sufficient to offset the rise. 

From mid-March to mid-April, food showed an in- 
crease of 0.4%. The price of meats rose slightly, with 
the greatest increase in the cost of lamb. Butter and 
lard showed the biggest decrease in the dairy products 
group, and a slight increase in the price of eggs was 
reported. The price of flour was slightly higher than 
a month earlier, and the price of cereals was stable 
over the month. Vegetable prices were generally 
higher than a month earlier, continuing their sea- 
sonal rise. Fruits also were higher, with the largest 
increase in the price of oranges. 


CLOTHING PRICES DROP 


Clothing prices showed the greatest decline of the 
month, with lower prices for women’s rayon and cot- 
ton garments and nylon stockings. Men’s cotton 
work and dress shirts were also slightly lower. Both 
men’s and women’s heavy clothing showed general 
seasonal declines to mid-April. 

Housefurnishings costs were slightly lower (0.8%), 
than a month ago. Price declines were reported for 


PRICES LEVEL OFF IN MAY 


For the second consecutive month consumers’ prices 
for the United States show no change. According to 


Tue ConrereNcE Boarp’s preliminary figure, food 
went down 0.3% in May and the all-items index re- 
mained at 161.3 (January, 1939=100). The food in- 
dex dropped to 208.1 from 208.7 in April. 


furniture, electrical equipment, rugs, textile furnish- 
ings and gas ranges. Fuel prices declined over the 
month, with lower prices reported for home heating 
fuels, bituminous coal and anthracite. The prices 
of drugs and toilet articles were generally the same 
as a month earlier and scattered declines were re- 
ported for cleaning materials. 

Changes in consumers’ prices varied throughout 
the country. The largest increase in all items oc- 
curred in Green Bay (0.9%), and the largest decrease 
in Philadelphia (1.1%). 

The purchasing value of the consumer dollar re- 
mained at its level of a month ago—62.0 (January, 
19389=100). The value of the dollar is now four 
tenths of a cent higher than a year ago. 


Suiruey Fass 
Statistical Division 


CONSUMERS’ PRICE INDEX FOR THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Index Numbers, January, 1989 =100 
Revised series: January, 1939 = 100; series previously was on 1923 = 100 


Clothing Fuel? 


Weighted House Purchasing 
Date Average of} Food Housing! Furnish- | Sundries | Value of 
spe lined Total Women’s | Total Gas Ange. Be Dole 
1948) Aprilt: 6050 hal) 6228 216.8 110.1 156.2 146.0 120.5 89.8 94.3 156.4 145.4 61.6 
MB yisewcsnats dette 163.2 219.6a} 110.1 156.1 145.8 121.5 89.8 94.4 156.2 145.4 61.3 
UNG. ee ueteerte <a 164.5 221.8 110.7 155.9 145.5 122.2 90.1 94.4 156.0 146.7 60.8 
RT. ane Prk a co a 166.4 224.6 110.7 155.6 145.2 124.6 90.3 94.4 157.2 149.8 60.1r 
Angust-= 92 5as.iact a: 166.5 223.96] 110.7 155.5 144.8 126.1 90.3 94.4 157.4 150.6 60.1r 
September...........] 166.5 222.5 111-2 156.6 147.0 126.6 90.3 94.8 158.1 151.2 60.1r 
October eect as 164.6 216.8c] 111.2 156.4 146.4 126.6 90.3 94.8 158.1 161.2 60.8r 
November........... 163.8 214.1 111s 156.0 146.4 126.7 90.3 94.9 157.9 151.9 61.1r 
December........... 162.9 211.6 111.2 155.3 145.5 126.7 90.4 94.9 157.6 151.9 61.4r 
Annual average. ..... 163.7 217.9 110.6 156.0 146.1 123.5 90.1 94.5 156.9 148.1 6Lal 
_—————S=E_&bWOUOOO_ OO ——_  O eS _—— =—=—— 
1949 January.............| 162.8 211.3d| 112.1 153.7 143.9 127.0 90.4 94.9 167.1 151.7 61.4 
February 161.1 206.8 112.1 162.3 141.8 127.5 91.0 94.9 156.37) 151.6 62.1 
March: 3 3:3 8s; «ae 161.38 207.8r| 112.1 150.8 140.3 127.4 91.0 94.9 154.4 151.9 62.0 
April. 161.3 208.7e| 112.2 148.8 187.7 125.9 91.0 94.9 153.1 151.9 62.0 


Percentage Changes 


Mar., 1949 to April, 1949. . 0 +0.4 +0.1 -1.3 
April, 1948 to April, 1949. . 0.6 -3.7 +1.9 4.7 
; rare Peri Me opto dl January 15, April 15, 

Includes electricity and gas. cBased 


8 

Ay -5.7 
aBased on food prices for May 13, 1948. 
bBased on food prices for Aug. 16, 1948. 


1:9 -1.2 0 0 0.8 0 0 
+4.5 +1.3 +0.6 2.1 +4.5 +0.6 


dBased on food prices for Jan. 18, 1949. 
eBased on food prices for April 14, 1949. 


on food prices for Oct. 14, 1948. rRevised 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1949,” pages 36, 37) 


Item Unit 
Industrial Production 
ogali( RRB) ((S).:s cone avtere sinkee aco 1935-39 =100 
Manufacturing (FRB) (S)........ 1935-39 =100 
Durable goods (FRB) (S)....... 1935-39 =100 
RLCCL Yond edna chek stash ats petes leks 000 net tons 
LOPE O TR. ES Me SMe ae 000 net tons 
Copper (refined).............- net tons 
Lead (refined).............05 net tons 
mine: (slab) jantceAe clue devant net tons 
Glass containers.............. 000 gross 
PMONDEL Oe tees aes eee oe million bd. ft. 
Machine tools!. ...........00% 1945-47 =100 
Machinery (FRB)............ 1935-39 =100 
Transportation equip. (FRB). .|| 1935-39 =100 
Automobiles, factory sales... .|| units 


Nondurable goods (FRB) (S)... 
SOUL An. sce nce einer tere 


1935-39 =100 
bales 
sai ate vo ees orate» Rin MaRS million pounds 


ERAGON: Varn) .ta persica cle Mareen 
Food prod., mfd. (FRB) (S)... 


P 
P 
P 
P 


million pounds|| p 
1935-39 =100 || p 


P 
P 


Chemicals (FRB) (S)......... 1935-39 =100 
Newsprint, North American. ..|| short tons 
BETS ECPM 5 oa ays, eva savaude Guar % of capacity || p 
PAPECIORDG et ole asus ein cto t er % of capacity 
Boots and shoes,............. thous. of pairs 
Cigarettes (small)?............ millions 
Mining (RRB) (S)5. ince. 0.8.0 es 1935-39 =100 
Bituminous coal.............. 000 net tons 
ATICHTACItG = .aauinaiint: ence 000 net tons 
Crude petroleum’............. 000 barrels 
Blectric Power's)... ce... cleiv ges cc million kwh 
Monstruction’ 06). coeds codes 000 dollars 
Heavy engineering—Public®........ 000 dollars 


Heavy engineering—Private®....... 000 dollars 


Distribution and Trade 


Carloadings, totalt*, 2. /..2....5.- thousand cars 
Carloadings, miscellaneous*........ thousand cars 
Retail trade (NICB) (S)........... 1935-39 =100 
Department store sales (S)......... 1935-39 =100 
Variety store sales (S)............. 1935-39 =100 
Rural retail trade (S).............. 1929-31 =100 
Grocery chain store sales (S)7....... 1935-39 =100 
Magazine advertising linage........ thous. of lines 
Commodity Prices 
All commodities (BLS)............ 1926 =100 
ean ena berials a ied cays 0 sile(se ie» vle 1926 =100 
Semi-manufactured articles....... 1926 =100 
Manufactured products.......... 1926 =100 
ara Products... J. wheal dalelele.s 1926 =100 
PEPE Pou tu ty Scho puatol deol antisites. 4) speiaiere 1926 =100 
Sensitive industrial (NICB)‘........ 1929=100 
Sensitive farm (NICB)*............ 1929=100 
EREAEL SLICED: Ay: isdn « aiorescle siete s Otaie's 1935-39 =100 
Securities 
Total stock prices (Standard & Poor’s)|| 1935-39 = 100 
RAWSITIAIS? : cis os nice s sna ew cae 1935-39 =100 
easlroadas: S742. See hee 5 St 1935-39 =100 
DICHEON, Gers wid bole og Me Ntusle males 1935-39 =100 
Totalno. shares traded N.Y.Stock Ex.|| thousands 
Corporate bond yields (Moody’s)...|} per cent 
Financial Indicators 
Bank debits, outside New York City*] million dollars 
New capital corporate issues....... 000 dollars 
RCEONCIN 1SSUCS 226 senna cle F- ». 8 000 dollars 
Comm., industrial and agric. loans‘.|) million dollars 
Total personal income (S).......... billion dollars 


Money in circulation, end of month.!! million dollars 


Bvvwssvs7 


April March 
179 184 
184 193 
213 223 

7,785 |r 8,388 
5,531 5,820 


93,866 88,165 
50,150 53,947 
75,941 78,121 


7,035 7,224 
n.a. 2,656 
Ta.4/r 75.8 

238 |r 252 
238 |r 240 
436,392 402,402 
161 168 
597,031 720,892 
n.d. 44.3 
48.9|[r 57.8 


163 | r 163 
235 246 
517,907 534,100 


2 


85.7 89.3 
79 719 
n.d. 44,726 
27,325 |r 31,448 
146 | r 136 
46,703 32,800 
3,722 2,373 
n.d. 5,224 
5,336 5,475 


842,586 747,619 
78,918 79,894 
68,505 68,812 


766.2 663.4 
345.5 348.6 


n.d. 318.0 
294 AE 
221.2 226.3 

n.a. 342.6 
366.7 367.1 
4,350 4,301 
156.9 158.4 
165.8 167.2 
153.1 |r 156.9 
152.9 154.1 
170.3 171.3 
162.9 162.9 
133.1 144.3 
169.4 ity al 

n.a. 189.5 
118.5 118.0 
124.2 123.7 

97.1 97.4 

96.1 95.3 
27,854 24,807 

3.00 3.00 


53,368 58,631 
681,166 | 383,241 


1,056 | 39,260 
14,409 | 15,043 
n.a. | 214.3 


27,416 27,439 


SAdjusted for season variation ‘Shipments *Consumption; cigarette consumption meas 


News Record—average weekly 1G 


subject to variations in length of haul amount loaded. rRe 
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r 


r 


r 


r 


February 


189 
196 
226 
7,481 
5,223 
80,275 
44,751 
69,193 
6,503 
2,049 
70.3 
262 
242 
324,547 
173 
640,182 
43.9 
63.5 
162 
250 
475,548 
92.8 

85 
37,089 
25,024 
148 
45,342 
2,927 
5,376 
5,665 
568,467 
47,295 
93,476 


692.8 
339.7 
313.7 
QT4 

225.7 
338.3 
361.1 
3,921 


158.1 
165.8 
159.6 
154.0 
168.3 
161.5 
145.4 
167.6 
189.2 


117.2 
122.7 
99.6 
94.4 
22,078 
3.00 


48,194 
231,172 
7,096 
15,275 
216.3 
27,557 


ured by tax-paid withdrawal *Aver 
and combination chain store sales *140 centers oMarch, , 1948 bPercentage chan; 
March, 1948, to March, 1949 dPer - change, 8 months, ned ag 8 months, 1949 ¢Estimated fLess than+.05 
an > 


Tr 


Tr 


50,664 
75,815 
7,302 
2,232 
68.8 
268 

244 
326,019 
175 
674,463 
49.6 
69.8 
159 

257 
496,250 
94.6 


482,984 
84,003 
57,454 


709.8 
342.4 
322.5 
287 

230.7 
363.6 
366.5 
3,410 


160. 
169. 
160. 
156. 
172. 
165. 
151. 
175. 
191. 


OP POCO POD 


121.0 
127.3 
105.9 
94.2 
26,212 
3.02 


55,646 
434,296 
1,295 
15,396 
219.2 
27,580 


n.a. 


Percentage Change 
April, 4 Months, 
1948 to 1948 to 
April, 4 Months, 
1949 1949 
oad 4.8 -3.0 
Rif -5.6 -3.3 
i) -1.8 -1.3 
A +25 .2 +12.7 
0 +44.0 +18.4 
5 -9.8 -17.1 
.0 +1.0 42.8 
8 +6.2 +4.4 
6 21.4 -15.6 
.6b -12.1¢ -15.6d 
1.8 -9.3 -11.8 
.6 -13.5 -9.5 
8 +0.4 +1.2 
4 +41.7 +20.3 
2 -9.0 4.9 
& -28.1 -21.6 
.9b -34.1¢ -25.5d 
A -28.3 -9.8 
0 +3.8 42.2 
4.5 —5.6 -1.8 
-3.0 +5.5 +8.0 
—4.0 -15.0 -9.7 
—-22.5 -17.9 
.6b -0.3¢ -5.7d 
a -13.6 +0.1 
4 0.7 -3.2 
A +32 9 2.2 
.8 -16.1 -32.8 
.8b 3 .4¢ -0.3d 
.6 +5.7 +6.5 
ay 3.6 -7.7 
2 +2.3 +12.5 
4 -12.5 424.4 
5 -2.1 -7.4 
.9 -8.8 -7.3 
Ab -0.5c +0.9d 
m6 | 4.2 2.7 
3 +1.1 +4.4 
.3b -16.2¢ -8.3d 
al +0.9 42.4 
wl -0.9 4.5 
9 -3.6 -2.6 
8 -5.5 -5.8 
4 0.6 41.8 
8 -3.0 -1.4 
6 -8.8 -9.9 
0 7.8 7.1 
8 -12.5 -8. 4 
1 -18.8 —20.5 
.2b +0.5¢ +0.4d 
4 4.9 0.1 
A -5.0 f 
.3 -15.7 6.7 
.8 0.1 +0.8 
3 -36 .4 -17.5 
0 -1.6 -3.0 
.0 0.6 +0.2 
3, +21.0 -17.1 
13) -97.9 -70.3 
2 +0.4 +3.1 
.9b 44.2% +4.7d 
0.1 -1.1 -1.5 


daily ‘Average weekly 5F.W. Dodge ‘Engineering 
‘ebruary, 1949, to March, 1949 cPercentage change, 
pPreliminary *Value as traffic indicator 
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Business Forecasts 


National Association of Purchasing Agents (Bul- 
letin, June 1)—“The majority opinion of purchasing 
agents reporting is that general business is still on the 
down side of the present cycle which started in No- 
vember; that we are probably half way through this 
cycle. . . . New orders are usually for a limited quan- 
tity and early shipment. This policy is expected to 
continue until inventories are worked down to the 
new lower-operating requirements and prices show a 
definite trend to stabilize.” 

Mill & Factory survey (May 31)—Nearly 50% lof 
the one thousand company executives queried] state 
that their companies will spend less for plant expan- 
sion and/or modernization in 1949 than they did in 
1948; 19% will spend more. Most of the money 
allotted for this purpose will be spent for machinery 
and equipment.” 

Sumner H. Slichter, Harvard University (in ad- 
dress to Millers’ National Federation, May 11)— 
“On the whole, the economy is in a remarkably 
strong position. I do not believe the drop in business 
is likely to be either deep or prolonged.” 

Leonard A. Drake, economist, Philadelphia Cham- 
ber of Commerce (in address to National Association 
of Credit Men, May 17)—“We are taking the ad- 
justment to a buyers’ market and to a temporarily 
reduced demand for manufactured goods in good 
stride. Certainly there is nothing in the credit pic- 
ture which warrants a corrective depression.” The 
outlook for 1949 and 1950 “is for excellent, though 
not necessarily record-breaking, business activity.” 

W. W. Townsend, Townsend-Skinner and Com- 
pany (in address to National Machine Tool Builders’ 
Association, May 12)—‘“This country has merely 
moved pretty well into the recession stage. There 
is no evidence, as yet, that an actual depression is in 
the offing.” 

Theodore W. Schultz, University of Chicago (in 
address to Midwest Economic Association, April 21) 
—“For the years immediately ahead, say for the next 
three to five years—assuming that unemployment 
does not exceed four million, that we export and 
import farm products at competitive prices, that 
ample stocks are maintained for emergency purposes 
and that agricultural production continues at its 
present level—prices of farm products will rule 
[average] as much as 15% to 20% below their 
current level relative to other prices.” 

Earl O. Shreve, president, National Chamber of 
Commerce (in address to Annual Meeting of the 
National Chamber, May 9)—‘Business recession 


from the postwar peak is the inevitable readjustment 
of supply and demand and prices to normal market 
conditions. This change brings overdue relief to 
millions of consumers who have been squeezed be- 
tween high taxes and high living costs. When the 
current readjustment has run its course and buying 
for inventory replacement revives, business should 
find itself on a sounder and infinitely more satisfac- 
tory foundation.” 

Harry A. Bullis, board chairman, General Mills 
Incorporated (in address to Annual Meeting of the 
National Chamber, May 9)—“The process of eco- 
nomic adjustment is pricing people back into the 
markets—into new and wider markets. We are 
moving toward a price structure that will result in 
a greatly expanded demand for consumer goods.” 

John D. Gill, Atlantic Refining Company (in ad- 
dress to National Association of Credit Men, May 17) 
—“We will have no depression this year. .. . We 
have clearer ideas of what economic equilibrium 
means, and how important it is, and what must be 
done to achieve it. We are cautiously groping our way 
toward it. ... I have never known a six-month period 
in which we have made so many small price adjust- 
ments, mostly downward, while at the same time re- 
stricting production, without creating unemployment, 
in order to correct inventory excesses.” 

Paul S. Kennedy, retiring president of the New 
York Paint, Varnish and Lacquer Association (annual 
meeting, May 12)—“Several peak paint sales years, 
one after the other, is quite a record and the sellers’ 
market is over. But with such demand for painting, 
a buyers’ market does not mean hard times. . . . It 
means keen competition and hard selling.” 

George H. Clark, president, The Society of the Plas- 
tics Industry (press report, May 26)—“The plastics 
industry, as a whole, is in a good position. By direct- 
ing its individual and cooperative efforts toward the 
ultimate in merchandising, 1949 should compare favor- 
ably with last year’s $1 billion volume of plastics 
products.” 

David A. Crawford, president, Pullman Incorpo- 
rated (annual stockholders meeting, May 17)—“I 
have never seen a time when there was such a dearth 
of inquiries for freight cars as now exists. We feel 
this drying up foreshadows a decline in the earnings 
for this division in the second half of the year.” 

Leo Wolman, Columbia University (in address to 
American Management Association, May 27)—“The 
activities which turned down early show no signs of 
quick recovery. The industries such as steel and auto- 
mobiles, which still appear to be resisting the general 
trend of business or to reflect it only slightly, are 
themselves subject to the forces of contraction and 
judged from what can be seen today are unlikely 
to escape their influence.” RN. 
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Earnings, Hours and Employment Trends 


EFLECTING a further decline in the industrial 

production index between March and April, 

earnings, hours and employment of production work- 
ers fell to a new low for the year. 

Separations, including quits and primarily lay- 
offs, sharply affected the employment situation in 
April. The number of workers in all manufacturing 
was estimated at 12,087,000—306,000, or 2.5%, below 
the previous month. This decline was the second great- 
est since October, 1948, when employment first began 
to slip from its postwar peak in September. Separa- 
tions were greatest in the nondurable goods industries, 
with apparel, textile and leather workers particularly 
hard hit. Additional workers were reported in only 
three groups—food, automobile and lumber, accord- 
ing to the latest monthly survey of the Bureau of 
Labor Statistics. 

The work week this April was lower than at any 
time since the summer of 1940. It averaged 38.3 
hours—almost 2% less than in March, 4.5% below last 
year’s level and 16% below the wartime peak of De- 
cember, 1944. The apparel and leather products in- 
dustries, with more than a seasonal decline, were 
working the shortest number of hours in the survey 
—34.2 and 34.9 hours, respectively. A slight expan- 
sion in lumber mills, brought about by favorable 
weather conditions for outdoor work, pushed the in- 
dustry’s average up to 40.6 hours. No other durable 
goods industry exceeded this figure. 

The generally shorter work week was felt in the 
workers’ weekly pay. It shrank by about 2% or one 


Production Worker Employment and Weekly 
Pay Rolls, All Manufacturing Industries 
Source: Bureau of Labor Statistics 
Index Numbers: 1939 Average=100 


1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1948 1949 


OST. 6 MOS.) 


dollar between March and April, although gross 
hourly earnings decreased only fractionally. 

Earnings, employment and pay rolls shot upward in 
1948 to new postwar peaks. The average hourly and 
weekly returns in all manufacturing rose about 8% 
from 1947 and in both instances hit an all-time high 
in the series. Pay rolls also reached an unsurpassed 
level but employment fell 10% below the peak of 
1943. It was, nevertheless, 1.7% higher than in the 
preceding year. Working hours in 1948 amounted to 
40.1 a week—the lowest annual average recorded 
since 1940. 

ExizasetH M. Case 
Statistical Division 


EARNINGS, HOURS, EMPLOYMENT, PAY ROLLS, PRODUCTION WORKERS, MANUFACTURING INDUSTRIES 
Source: Bureau of Labor Statistics 


All Manufacturing Industries 


Indexes 
1939 Average = 100 


Durable Goods Nondurable Goods 


Avera; Avera, Aver: Aver: Aver Aver: Aver: Avera; 
Weekly Weekly Hourly Weekly Weekly Hourly Weekly Weekly 

Earnings Hours Earnings Earnings Hours Earnings Earnings Hours 

Employment| Pay Rolls 

$52.07 40.4 160.3 358.4 $1 .352 $55.25 40.9 $1.220 $48.66 39.9 
51.79 40.1 156.1 347.1 1.357 54.96 40.5 1.220 48.33 39.6 
51.86 39.9 155.5 346.7 1.366 54.81 40.1 1.230 48.65 39.6 
52.85 40.2 158.2 359.0 1.385 56.13 40.5 1.242 49.37 39.8 
52.95 39.8 158.5 360.0 1.407 56.21 40.0 1.252 49.49 39.5 
54.05 40.1 161.7 374.7 1.431 58.19 40.7 1.262 49.79 39.5 
54.19 39.8 164.6 882.2 1.448 57.95 40.0 1.272 50.37 39.6 
54.65 40.0 163.3 382 .9 1.452 59.41 40.9 1.271 49.70 39.1 
54.56 39.8 161.6 379.3 1.454 58.71 40 .4 1.282 50.18 39.1 
55.01 40.0 159.4 377.6 1.456 59.23 40.7 1.287 50. 52 39.3 
53.15 40.1 159.9 365.1 1.401 56.76 40.5 1.247 49.34 39.6 
54.517 39.5r 154.7 363.1 1.4607r 58.69r 40.2 1.2937 50.04r 38.7 
54.12r 39.3r 153.3r 357.87 1.458 58.17r 39.97 1.289 49.88r 38.7r 
53.63 39.0 161.3 349.3 1.456 57.37 39.4 1.288 49.72 38.6 
52.62 38.3 LATO we 1.455 56.75 39.0 1.287 48.39 37.6 
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What Executives Say: 


Working Capital Available 


(See article on page 223) 


PRIMARY PRODUCTS 
Foundries: Working Capital in Good Supply 


“We have sufficient working capital to meet our needs 
this year and next, and have no programs that will require 
a substantial increase in working capital.” 


“We have been able to acquire sufficient funds for capital 
expenditures from our earnings. However, this plan has 
not permitted us to increase our dividend payments to 
stockholders—which have remained the same for many 
years.” 

“One of the strengths in the present situation is that 
many small companies like our own have sufficient work- 
ing capital and, as inventories are gradually reduced, they 
find themselves in a good cash position.” 

“We regard our present capital structure as sound, chiefly 
because we purchase raw materials in accordance with re- 
quirements for the orders which we book. It would there- 
fore be most unusual for us to have very much capital tied 
up in inventory of either raw materials or finished products.” 

“The supply of equity capital will again appear in abun- 
dance when opportunities to make and keep a profit are 
opened up. This can be accomplished by (1) removal of 
government restrictions; (2) reduction of taxes; (3) assur- 
ance of a favorable governmental attitude; and (4) a 
labor law giving equality of rights to both unions and em- 
ployers.” 


Petroleum: High Taxes Limit Equity Capital 


“Present indications are that capital expenditures for 
normal development, expansion and replacements this year 
and next can be financed adequately out of funds made 
available through depletion and depreciation charges and 
from profits retained in the business.” 


“Tt is questionable whether the efforts of any individual 
company can actually stimulate the supply of equity capital. 
We endeavor at all times to maintain good relations with 
shareholders and the public, and to inform them by means 
of institutional advertisements, motion pictures and other 
media of the part business plays in the American economy 
for the benefit of all. Also, to the extent possible, dividends 
have been increased during recent years as a result of in- 
creased profits and in recognition of the shareholders’ posi- 
tion. In our opinion, however, the best stimulant to equity 
capital would be elimination of the continued threat of 
greater taxation and governmental regulation, together with 
adjustment of the excessive taxes on corporations and indi- 
viduals which make difficult the accumulation of savings 
and minimize the incentives for risk capital.” 


“In the past, when taxes did not take such a great part 
of an individual’s income, a substantial part of the savings 


of individuals was invested in stocks. With present high 
taxes, it is very difficult for most individuals to save enough 
money to make investments. The equity market would be 
stimulated if cash dividends were not subject to double 
taxation.” 

“I regard our present capital structure as sound, as it 
consists solely of common stock with no funded debt.” 

“Our working capital at the present time will probably 
be sufficient to meet our requirements. If not, we would 
resort to short-term bank loans.” 

“Until investors have much greater confidence in the 
profit system, there will be no great incentive for risk capital. 
Uncertainty in world affairs and tax burdens add to the 
lack of confidence in markets. An improved attitude by 
government concerning business would be a desirable step 
toward creating an interest by investors in equity capital.” 


Mining and Quarrying: Bank Borrowing for Added 
Funds 


“The corporation, over a period of years, has endeavored 
to keep its stockholders apprised of the financial position 
and operating results by regular periodic publication beyond 
stock exchange and SEC requirements. It has pursued in 
the management of a relatively hazardous business a con- 
servative dividend policy, with regular basic dividends, plus 
an extra dividend in those years where it was warranted. 
Dividend payments have been made in each of the years 
from inception of the corporation to date. Until the year 
before last, a dividend in excess of the regular dividend was 
paid for a ten-year period. Since then, only the regular 
dividend has been paid.” 

“We will complete a major program of modernization 
this year. Bank loans have been used for the added funds 
required. In addition, dividends have been suspended for 
several years.” 

“The thing most needed to stimulate a supply of capital 
is a substantial change in our federal tax program.” 

“We have sufficient working capital for this year and 
next except for seasonal variations which may require bor- 
rowing. This will be done through banks.” 


Steel Producers: Ask for Tax Relief 


“Our working capital is sufficient to meet our needs for 
the current and successive years.” 

“To stimulate the supply of equity capital, double taxation 
should be eliminated on dividends, and government’s atti- 
tude towards business revised. If business were permitted 
to function and earn a fair return on its sales dollar as was 
permitted in the Twenties, equity capital would be in order 
rather than bank borrowings, mortgages or debenture offer- 
ings.” 
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“We have ample working capital to meet our foresee- 
able needs for this year and next.” 


“Obviously, the stimulation of the supply of equity 
capital must come from Congress. Historically, the main 
supply of such capital has been from investors in the 
middle-income and upper-income tax brackets. A substan- 
tial reduction in the murderously high surtax rates in these 
brackets would be of marked assistance, as would the whole 
or partial elimination of double taxation on dividends. The 
third factor to be considered might be a modification of the 
capital gains tax, which is a misnomer as it is really a 
capital levy.” 

“Our present capital structure is not sound. The pro- 
portion of preferred stock to equity capital is unwise and 
in periods of reduced earnings the preferred stock dividend 
can be extremely burdensome. This is emphasized by the 
present high income taxes payable before dividends.” 


Miscellaneous—Primary: Government and Industry 
Must Cooperate 


“We do not anticipate any difficulties in meeting our ob- 
ligations in the next couple of years. Our present cash po- 
sition should prove ample to carry us through.” 

“We consider ourselves in a strong financial position, 
perhaps the soundest in our history.” 


“The most effective thing that could happen to stimulate 
the supply of extra capital would be less interference by 
government in business matters generally and above all a 
more sane handling of government business itself in order 
that more of the taxpayers’ money might be retained for 
equity capital purposes.” 

“We have sufficient working capital to take care of our 
needs for this year and next. Our present capital structure 
is sound because our stockholders have been willing to have 
us plough back into the business the earnings that were 
necessary to make it sound.” 

“After considering the problem of future expansion, we 
went to insurance companies and made arrangements 
so that we could borrow, if we needed it, $25 million. We 
were fortunate in making the arrangements when interest 
rates were low. We pay a low interest rate on money actu- 
ally borrowed and a small stand-by charge on the funds 
we do not borrow. We actually used $5 million under this 
loan agreement to complete our $60 million expansion pro- 
gram and have $20 million left which we can use for our 
next expansion program at a time when other capital may 
be hard to get.” 

“One important method of stimulating the supply of 
equity capital is a reduction in corporate and personal in- 
come taxes and an announcement from responsible govern- 
ment officials that the program of harassment of industry 
by government would cease.” 

“We feel we have sufficient working capital and do not 
anticipate the need for obtaining more.” 


METAL MANUFACTURES 
Air-conditioning Equipment: High Inventories Add to 
Borrowing 
“We have sufficient working capital at the present time 
to meet our needs for this year and next.” 


“Our company is a closely held company and does not 
have any stock in the hands of investors. The only way we 
can supply capital is through retained earnings.” 


“We have ample working capital and from all appear- 
ances will have ample working capital for some time to 
come.” 


“Our dealers are having difficulty in obtaining financial 
assistance which will enable them to carry inventories and 
receivables. It is entirely possible that we may have to 
develop a selling plan involving perhaps only contingent 
liability or perhaps the investment of additional capital to 
carry warehouse stocks at various locations. We do not 
anticipate difficulty in financing such plans.” 

“We do not have sufficient working capital to carry our 
greatly enlarged inventories without resorting to outside 
borrowings from the banks. We are now relying on substan- 
tial bank borrowings, although the amount of such borrow- 
ing is only about one half of what it was at the peak of the 
war years.” 


Automobile Equipment: Credit Lines Being Used for 
Additional Working Capital 


“Our capital structure is quite satisfactory. We think we 
have sufficient working capital to meet our needs for this 
year and next. While our plans involve a substantial in- 
crease in our volume, we do not anticipate any difficulty in 
obtaining the needed funds to carry on this increased pro- 
gram.” 

“We are exchanging certain of our properties for other 
properties which may entail a moderate expenditure. We 
propose to secure these funds from operations and not to 
borrow or issue equity shares.” 


“We have sufficient working capital to meet our needs 
for the next several years. Our present capital structure is 
sound. We believe that the chief deterrent to a ready sup- 
ply of equity capital is the high tax rate on individual in- 
comes and more particularly on the middle and high bracket 
incomes which have always been the principal source of 
supply for such capital.” 

“We are currently in process of negotiating a revolving 
credit arrangement with two banks to provide us with the 
necessary funds for a period of the next three years. This 
arrangement is made to provide additional working capital 
should it be required to take on additional business.” 


“Our .1eed for working capital arose during 1948. We 
covered our requirements by a three-year term loan. At 
the present time our working capital is adequate. We have 
drawn down only one half of our credit line and are paying 
a commitment fee to hold the balance. If general business 
conditions become worse than we now anticipate, it may be 
necessary to secure additional working capital. If so, we 
will use a larger portion of our line of credit.” 


Electrical Appliances and Supplies: Financial Status 
Good 


“According to estimates, we have sufficient working capi- 
tal to meet our needs for this year and next.” 


“We need no refinancing to take care of our immediate 
or foreseeable requirements.” 


“We are not planning on any additional program involving 
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increased capital expenditures which would reduce our work- 
ing capital. In fact, with a contraction in business, experi- 
ence has indicated that inventory and receivables will be 
reduced, thus providing funds with which to pay off our 
existing loan.” 


Electrical Machinery: Present Capital Structure Sound 


“The adequacy of our working capital depends on our 
ability to liquidate our present finished stock inventory. If 
we need any additional working capital we propose to ob- 
tain it through a ten-year to fifteen-year debenture arrange- 
ment with an insurance company.” 


“We regard our present capital structure as sound in that 
we do not have anything other than common stock and 
earned surplus.” 


“T feel that the best thing that could possibly be done 
to stimulate the supply of equity capital would be to re- 
move the double taxation that now exists on dividends for 
money so invested. I know of nothing a company can do 
to stimulate the supply of equity capital except to give 
proper dividends and provide a stability to those dividends 
that would cause a person to want to invest his money in 
that type of security.” 


“Yes, our present capital structure is sound. While de- 
preciation charges on recent capital expense are inadequate, 
our acquisitions in this connection have been moderate and 
will not damage us particularly.” 


Hardware: Retained Earnings Important to Financing 


“We have for many years been plowing back a substan- 
tial part of our earnings and believe that if we continue 
this practice we can continue to finance the normal growth 
of our business.” 


“For a company of our size, our capital expenditures 
since the war have been substantial, but such expenditures 
have been covered by earnings.” 


“Tt is hard to say how equity capital can be made avail- 
able as long as the government withdraws it to redistribute 
wealth. About all that can be done is to keep the com- 
panies plowing back their earnings.” 


“With the liquidation of our inventory which is now 
high, we should have sufficient funds for carrying us through 
this year and the next.” 


“We have sufficient working capital to meet our needs 
for this year and next.” 


Heating and Plumbing: Inventory Reductions Increase 


Cash 


“Working capital is at the highest point in the company’s 
history. Fortunately, we have been able to increase it at a 
greater rate than is required to handle our increased busi- 
ness at the inflated cost levels of the past few years. As 
our production volume decreases (and it is decreasing) 
working capital and cash will increase as receivables and 
inventories are liquidated. We do not feel that it will be 
necessary to obtain additional capital.” 

“We are planning rather heavy expenditures for plant 
and equipment during the next two years, but believe 
our earnings reinvested in the business will more than pro- 
vide for them.” 


“We are a closely held corporation, and do not at this 
time feel the need of taking steps to attract any increase 
in public investment in our. business.” 


“We are fortunate in having sufficient working capital 
to meet our expected needs for an indefinite period.” 


“We have sufficient working capital at the present time, 
but should a severe decline continue during the year (as 
we have noted during the month of April in incoming 
orders) we will be required to borrow additional funds 
until our inventories are reduced.” 


“We are concentrating on reducing inventory to strengthen 
our position.” 

“We have substantially sufficient working capital to meet 
our needs for the next year or two, if supplemented by 
occasional short-term bank loans.” 


Industrial Machinery—General: Stimulation of Equity 
Capital Necessary 


“We now believe our working capital position will be 
improved at the end of 1949 over the end of 1948, when we 
believed it was adequate.” 


“Equity capital can be made available to industry if 
the fear of corporation tax increases is eliminated as well as 
double taxation on dividends. Businessmen, among others, 
must quit seeking favors from the government that give 
justification for keeping taxes high to pay off the favors of 
business and other pressure groups at the expense of those 
who receive them. Much could be said about the govern- 
ment absorbing equity money but industry should clean 
up its own house before it complains about others.” 


“Some of the capital difficulties encountered by cor- 
porations result from overexpansion at high prices in an- 
ticipation of a continuation of past markets, which in many 
cases will not materialize.” 


“The company has improved the presentation of its an- 
nual report, in order to give the stockholders more infor- 
mation about the company. The best way to enhance the 
stock’s attractiveness to investors is to increase earnings and 
dividends. We are working hard on that problem.” 


“Alleviation of the tax burden through governmental 
economy and a more realistic approach to governmental 
regulation of business would undoubtedly stimulate the 
supply of equity capital.” 

“Assuming a reasonable rate of operation at a reasonable 
profit, we should have sufficient working capital at the pres- 
ent time to continue to meet our needs for this year and 
next. It is possible that certain replacement or expansion 
programs, if carried out, would place such a drain on our 
cash and other liquid resources that bank loans, either 
short or term in nature, would be necessary. Some borrow- 
ing might also be required as the result of investments in 
inventories of large long-term contracts. We should have 
no difficulty in obtaining any funds which we might need 
through borrowing from banks.” 

“Working capital was slightly below our requirements 
just following the war, but the plowing back of profits 
has practically corrected that situation and the company 
now has no indebtedness except to its common stockholders.” 


“We have ample working capital and although we have 
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plans involving the expenditures of large sums of money 
for the consolidation and relocation of our present plants, 
we are planning to cover the development through our 
earnings.” 


“We do not consider our capital structure unsound, al- 
though we have had to issue some additional stock to keep 
it from becoming so. Devaluation of the dollar was the 
principal contributing factor to imadequacy of working 
capital. The same unit quantity of inventory now requires 
more than half again as many dollars as it did in the pre- 
war period. Pay rolls for the same unit production require 
proportionaly more funds and receivables and the same 
unit sales represent substantially more dollars outstanding. 
Payables, of course, absorb a portion of this and we have 
resorted to bank loans and stock issues to provide the rest 
of the funds.” 


“We completed our postwar expansion program in 1948, 
and do not anticipate any further capital requirements at 
this time.” 


“We expect to grow and will need funds for further 
capital expansion. It seems likely that the funds for this 
capital expansion will come from equity capital rather than 
from internal funds or borrowings.” 


“We send out quarterly reports to stockholders, go to a 
good deal of trouble with our annual report, both as regards 
content and distribution, and constantly strive to uphold our 
reputation both in our home city and in the trade. Be- 
cause our credit is good and we are not saddled with loans 
for current operations, we feel that we can get banking 
accommodation for the earlier stages of a well-conceived 
large expansion, and can then arrange financing in suit- 
able form on the strength of the successful results of the 
earlier stages of the enterprise.” 


Industrial Machinery—Specialized: Reduced Dividends 
Increase Cash 


“One method of stimulating equity capital would be to 
change the Internal Revenue Department practice for de- 
preciation allowance to a realistic basis, giving effect to 
replacement values instead of cost values. Failure to take 
action to this effect causes companies to withhold from 
stockholders dividends they would otherwise receive.” 


“Our present capital structure is sound. Our inventories 
are high and if we are able to reduce them to a more current 
basis, it will allow us to substantially reduce our long-term 
debt which will put our capital structure in a very good 
position.” 

“Our company has not paid any dividends on its common 
stock for the past two years. It has not, therefore, been 
possible to do much of anything to enhance the attractive- 
ness of equity capital to the investors so far as our own 
particular company is concerned. We believe that the elimi- 
nation of double taxation on dividends will do a great deal 
to stimulate the supply of equity capital.” 

“We appear to have ample working capital at this time, 
except that, like nearly everyone else, our expenditures for 
capital equipment, increased receivables and increased in- 
ventories have made it necessary for us to plan rather care- 
fully. We expect to solve all our problems satisfactorily 
without borrowing or calling in new capital.” 


“We have sufficient working capital because we have paid 
out only a small fraction of our earnings in dividends dur- 
ing the last few years.” 


“We have not undertaken any specific program designed 
to stimulate the supply of equity capital nor have we de- 
liberately attempted to create greater interest by investors 
in the purchase of the company’s securities. We have at all 
times followed a practice of releasing rather full information 
in our annual reports and we also publish monthly informa- 
tion concerning sales and profits.” 


“Our program of expansion became so large that we felt 
we could no longer rely solely on borrowed funds. We con- 
cluded to use preferred stock channels, as investors in such 
stocks appear to include a large percentage of institutions 
which are willing to invest their funds in such securities. 
Investors in common stocks appear to be reluctant to 
put additional funds in common stocks.” 


“We have sufficient working capital to take care of our 
present needs.” 


“In spite of inflated inventories and higher operating costs, 
we feel there is sufficient working capital for our discernible 
needs for the next year or so.” 


“While we have announced plans for additional expan- 
sion in one of our major chemical operations, our present 
capital, plus available long-term bank loans, seems adequate 
for our needs.” 


“We have had very large expenditures on plant and in- 
creases in inventory and accounts receivable. We have 
kept down our dividends and used our excess earnings to 
take care of this situation.” 


Instruments and Controls: Need Additional Funds 


“We will require additional funds for general corporate 
purposes. The needs arise from the following factors: 
“1. To extend credit terms to our farm machinery dealers, 
distributors and retail customers; 
“2. To finance increased volume of business resulting from 
the rearmament program; 
“3. To retire current bank loans; 
“4. To finance a limited capital expenditure program.” 
“We may find it necessary to add to our plant facilities 
within the next two or three years. We expect to be able 
to pay for such additions through profits if business condi- 
tions are good, or through liquidation of accounts receiv- 
able and inventories if business declines.” 


“Our complete corporate structure was changed a year 
ago last fall; at that time proper provisions were made for 
working capital. These provisions seem to be sufficient.” 


Machine Tools: Depreciation Funds Account for Some 

Capital 

“We are stronger today both in net worth and working 
capital than at any time in our history and no additional 
capital is necessary for the general conduct of our business. 
Neither are we planning any program that will require a 
substantial increase in capital. Being a closely held cor- 
poration, we feel satisfied, should the need arise, that addi- 
tional funds could be obtained from our present stock- 


holders.” 
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“We plan no programs which will require any increase 
in capital. We expect to pay for a new building out of in- 
ternally generated funds. We are in no great hurry to 
build, for we are not sure what size we need, and we con- 
sider building costs inflated at the present time.” 


“T believe the Treasury Department could easily stimulate 
the supply of equity capital for industry if they would 
allow a higher depreciation rate on capital equipment so 
that industry could build up adequate resources to take 
care of the increased cost of replacing obsolete equipment. 
When business in the basic industries, such as steel and 
the heavy capital goods industries, is good, all business 
follows. A change by the Treasury Department in allow- 
ances for depreciation would thus stimulate these industries.” 


“Being without indebtedness and having had many 
years of continuous business operations, our capital struc- 
ture has not been taxed in any way by expansion. Our 
working capital is very ample for our present needs and for 
those we see for the coming year. No expansion plans are 
contemplated and such replacement machinery that we may 
purchase will be financed by depreciation funds. Our 
present capital structure is very sound. Our most critical 
situation is the large amount of capital tied up in inven- 
tories, but here too some strides are being made in its 
reduction.” 


“Fortunately, we have sufficient working capital to meet 
our needs for the foreseeable future. The only program 
which might require an increase in capital would be the 
purchase of a new plant, if that can be made to advantage. 
If additional funds were required for this purpose it would 
probably be by a mortgage loan.” 


“We have sufficient capital at the present time to meet 
our demands for this year and next.” 


Office Equipment: Inventories Too High 


“The relation between our fixed assets and current assets 
is sound, as it is also between preferred stock and 
common stock. What causes concern is that too great 
a portion of our current assets is tied up in inventories. 
Because the cost of producing tools for developing new 
products is high, much more capital is required for that 
purpose than was required prior to the war.” 


“T have a lot of faith in American industry, but I cannot 
see the percentage in taking the risks that are involved in 
buying common stock when the greater share of the income 
goes back to the government in taxes.” 


“Our present capital structure is sound and we have 
sufficient working capital to meet our needs for this year. 
Future needs will be financed out of earnings.” 


“We have sufficient working capital to meet our needs 
for this year and next by a ten-year loan for a million 
dollars from an insurance company and heavy borrowings 
from the bank for peak seasonal needs. This, of course, 
is debt financing and is not so satisfactory as the sale of 
equity securities. We cannot sell equity securities in the 
present market without penalizing present stockholders’ in- 
terests.” 


“We have sufficient working capital at the present time 
to meet our needs for this year and next. We are not plan- 


ning any programs that will require a substantial increase 
in capital in 1949.” 


Railroad Equipment: Need For Attracting Investors 


“We have sufficient working capital to meet all our 
needs for this year and next. Our company policy in the 
past has been to avoid borrowing for working capital.” 

“We feel that it is necessary to eliminate the double 
taxation on corporate income as it is applied to dividends in 
order to improve the equity market. In addition, it is most 
desirable that there be a maximum tax on individual in- 
comes in order to encourage investments.” 


“The only way the supply of equity capital can be stimu- 
lated is to make the possible return on investments more 
attractive. This would certainly involve a profound change 
in our current tax laws so that the investor could keep a 
reasonable amount of his profits if his judgment proves 
right. As it is, he has everything to lose and almost 
nothing to gain by investment in ventures with any degree 
of hazard.” 


“Aside from the fact that we do not need further equity 
capital, it is our contention, nevertheless, that maintain- 
ing a consistently sound liquid position should be attrac- 
tive to investors.” 


“We have sufficient working capital to meet our antici- 
pated needs this year and next. We do, however, have bank 
loans due over future periods, but our receivables and in- 
ventories are diminishing and we are trying to hold our 
plant account expenditures within our depreciation—or 
within the depreciation plus $1 million. The cash flow from 
these reductions and the payment by the government of 
tax refund claims due us should liquidate the bank loans, 
leaving us ample working capital.” 

“We have sufficient working capital in hand and since 
there is no probable need we have given no consideration 
to sources from which we might obtain needed additional 
capital.” 


Miscellaneous Metal: Loans Bolster Working Capital 


“We are planning a consolidation of our two plants, but 
carrying out these plans has been postponed until economic 
conditions become more stable. Sufficient funds have been 
earmarked for financing this consolidation and expansion 
program.” 

“We do not have a comfortable margin of working capi- 
tal at the present time because of our rapid expansion. So 
far, we have succeeded in procuring additional working 
capital by loans from an insurance company, but we have 
apparently reached our limit in that direction. If we re- 
quire additional capital, we shall probably have to secure it 
by sale of bonds or additional common stock.” 


OTHER MANUFACTURES 
Chemicals: Stimulation of Equity Capital Needed 
“In my opinion, the supply of equity capital would be 
stimulated if the following action were taken: 
“Removal of the heavy surtax rates on the higher in- 
come groups; 
“Removal of double taxation of corporation dividends; 
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“Establishment of higher interest costs on bonds and 
bank loans; 


“Decentralization of savings in the hands of life in- 
surance companies; 


“Reduction of high inheritance taxes.” 


“We are not planning any program that would require 
a substantial increase in capital. I do feel, however, that 
under present conditions there might be some difficulty in 
obtaining such additional funds on an advantageous basis.” 


“We have sufficient working capital to meet our needs 
for this year and next. Moreover, working capital will be 
maintained through the reserves that we set aside for de- 
preciation and other purposes.” 


“We regard our present capital structure as sound, al- 
though we would prefer that it included a larger proportion 
of equity capital. There are not, however, any steps that 
can be taken in view of the stock market situation.” 


“The thing which seems to be needed to stimulate the 
supply of equity capital is the creation of an atmosphere 
more sympathetic to the earning of profits. Only if there 
is reasonable opportunity to earn profits commensurate with 
the investment risk will equity capital be forthcoming for 
the needs of an expanding economy. This company, while 
not currently planning on seeking additional equity capital, 
recently approved a stock split which ‘should result in a 
market price more attractive to individual investors, thereby 
insuring a wider distribution of our stock and an increase 
in public interest in our business.” 


“The supply of equity capital can be stimulated by in- 
creasing the publicity which a corporation receives so that 
its stock is better known and its prospects and favorable 
happenings are kept rather constantly before the investing 
public. We are trying to do more of this right along and 
probably will increase activities as the years go by.” 

“Our present capital structure is sound and we are not 
contemplating any changes in the capital structure at the 
present time.” 


“The present capital structure of our company is sound. 
We have no company debt other than current accounts 
payable—no borrowed money and no preferred stock. We 
have always financed our corporate requirements (additions, 
betterments, and the acquisition of other business, etc.) out 
of retained earnings and there is no reason in the foreseeable 
future for departing from this sound policy.” 


“Our present capital structure is not what we would 
like it to be, but we are doing nothing about it. Our com- 
pany is very closely held and our present structure is the 
natural outgrowth of the way we have been operating for 
the past fifty years.” 


Food Products: Suggests Attracting Small Investor 


“The following steps would do much to stimulate capital 
investment both by individuals and by industry: 


“A thorough revision in the scale of tax rates in the 
individual income tax, which would enable taxpayers to 
save more out of their incomes and thus contribute more 
to the fund for capital formation, and which would also 
stimulate the economic incentives to work, to save and 
to invest. 


“The elimination, or at least the moderation, of double 
taxation of dividend income. 


“A reduction in the corporate tax rate to release more 
funds for capital formation. 


“A substantial reduction in the tax rates on long-term 
capital gains.” 

“It has always been our policy to provide capital in- 
creases from earnings. During the past three years, 57% 
of our earnings have been reinvested in the business. If 
additional capital is required we anticipate no difficulty in 
obtaining bank loans for the purpose.” 


“We have access to sufficient working capital at the 
present time. Normally, the members of this industry 
are seasonal borrowers from the banks. There is nothing 
abnormal in the present situation.” 


“Our company has done nothing, nor does it plan to do 
anything to attract additional equity capital. Actually, ours 
is a closely held corporation with unlisted stock. At the 
beginning of this year we made a special effort to increase 
the number of shareholders within our organization and the 
outcome of this effort was a surprisingly large number of 
the organization who showed interest in purchasing stock 
and the amount actually purchased was far greater than 
we had expected.” 


“We have not, as yet, felt the need of additional working 
capital inasmuch as we have not used our full line of open 
credit at our banks, If we do much additional building and 
expanding, we may find it necessary to look to other sources 
for working capital.” 


“If earnings of equity shares fail to attract investors 
and/or if past performances or the soundness of an industry 
fail to attract investors, I fail to see anything that can be 
done. After all, one purchases investments in the hope of 
obtaining not only the original investment back, but a fair 
return. This is best shown by past performances and by 
the soundness of the industry in which a company is en- 
gaged.” 

“We believe a greater effort should be made to attract 
the small investor. This can be done by making profits 
popular in the public mind. In recent years there has 
been a stigma attached to profits and Wall Street. We are 
trying to counter this by telling our employees and cus- 
tomers, as well as our stockholders, the benefits that profits 
bring to the community as a whole. Our first major 
effort in this respect was in our annual report for 1948. 
Industry faces the task of selling its practices and policies 
to the community. The practices and policies pursued must 
be able to stand critical examination.” 


“We have sufficient working capital at present to meet 
our needs for this year and next.” 

“We do not have sufficient working capital to meet our 
projected needs and are presently engaged in negotiating 
an insurance loan. Additional machinery, equipment and 
plant renovation will absorb about one third of this new 
capital and the balance will be used to retire current bank 
indebtedness.” 

“Our working capital is sufficient to meet current require- 
ments. However, seasonal raw material and finished goods 
stock piling requires some short-term bank borrowings. Be- 
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cause of lower prices such borrowings are not expected to 
reach the level of 1948 borrowings.” 


Lumber and Products: 
Sufficient 


Available Working Capital 


“We have sufficient working capital to meet our needs 
for this year and next and do not expect to require any 
additional capital.” 


“We have sufficient working capital to meet our needs 
and we consider our capital structure sound. We are not 
planning any program which would require a substantial 
increase in capital.” 


“Our available working capital is sufficient to meet needs 
for this year and next unless there should be further infla- 
tion. In that event we probably would not have sufficient 
working capital.” 

“Our company has a rather favorable history of earnings 
over the past ten years, and, since we have practically com- 
pleted our expansion and modernization program, we antici- 
pate no serious difficulty in arranging a term loan of suffi- 
cient size to restore our working capital to a satisfactory 
level.” 


Paper and Products: Little Expansion Planned 


“Our capital structure is very sound as it consists only 
of common stock with no bank loans or debt of any kind. 
So far we have resisted the temptation to go overboard in 
the postwar expansion mania; instead, we have accumulated 
funds which we hope to invest profitably during a period 
of business recession when capital assets can be acquired at 
advantageous prices.” 


“We are not planning new construction or expenditures re- 
quiring substantial increases in our capital.” 


“Our working capital is fully adequate to meet our needs 
for this year and we hope for next. Reduction in inventories 
and also some reduction in the cost of inventory materials, 
has had a relaxing effect on the tight working capital situa- 
tion that prevailed for the last two or three years.” 

“Last year our stockholders absorbed an issue of common 
stock on the basis of one share for each five owned. We 
have not undertaken the forming of any additional capital 
and do not plan to at the present time. We are, however, 
taking some steps to keep our stockholders a little better 
informed as to operations of the company and its progress, 
against the contingency that we may have to go to them 
again for capital.” 


“The way to stimulate the supply of equity capital is to 
force the government to reduce its wasteful and extravagant 
expenditures. This should enable the government to reduce 
the income-tax rates on individuals in the upper brackets, 
thereby freeing some of this cash, which, after all, is the main 
source of equity capital.” 

“We have sufficient working capital to meet our needs 
for this year and next, unless some major improvement 
should unexpectedly be required involving a substantial 


sum. We would expect to obtain capital required from a 
medium-term bank loan.” 


“We do not have a comfortable working capital position. 
However, we are fully familiar with the difficulties of ac- 
complishing any equity financing except at prohibitive cost 
and we therefore plan the expansion of our working capital 
only out of internal generation through strict control of 
inventories and retained profits.” 

“The diminishing supply of equity capital experienced 
in recent years is a direct result of government philosophy, 
high taxes and the government’s financial program. Govern- 
ment actions which have the effect of depressing business 
do not encourage potential investors to take risks with their 
private capital. The government’s spending program and 
consequent high taxes inhibit business earnings and conse- 
quently do not provide opportunities for earnings which 
would encourage a flow of equity capital.” 


“We regard our present capital structure as sound. The 
reason it has been necessary to borrow money the last two 
or three years is because of inflation which necessitated 
more dollars to do the same volume of business.” 


“We feel that we have sufficient working capital. If we 
should need additional money, we could get it either by in- 
creasing the mortgage on our properties or by selling addi- 
tional stock to our own stockholders.” 


Textiles and Products: Seasonal Borrowing a Normal 

Function 

“Our present capital structure is sound.” 

“We have tried to do our part in publishing more attrac- 
tive annual reports and in supplying our stockholders with 
detailed, informative analyses of our operations. We have 
also published such reports in the newspapers and gave 
them wide circulation among our employees and in the 
communities in which our plants are located.” 


“We consider our present capital structure sound, inas- 
much as we have no bonded debt, no indentures, no current 
debt and no preferred stock. It has been our policy to main- 
tain reasonable stability in our dividend disbursements. Our 
present strong financial position should enable us to continue 
this stability even though earnings do fluctuate.” 

“We believe that the capital structure of this company 
represents an entirely sound method of financing. It is 
based upon common stock only, without any preferred 
ownership or bonded obligation.” 

“We do not expect to have to do more than seasonal 
borrowing next year, although if there is great delay in the 
government’s paying certain tax refunds it may go beyond 
the season. These seasonal requirements have been met 
by borrowing in the open market and from our banks.” 

“We have sufficient working capital. However, we will 
obtain seasonal financing, through regular banking sources, 
during the latter part of the year.” 

“We have sufficient working capital for our needs of the 


immediate future and we have not had to consider sources 
for additional funds.” 


